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In this document, “‘the Corporation” refers to BANK ONE CORPORATION; “Banc One” refers to BANC
ONE CORPORATION; and “FCN” refers to First Chicago NBD Corporation. The Corporation is the result

of the merger, effective October 2, 1998, of Banc One and FCN (the “Merger”), further described herein.
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FINANCIAL REVIEW

SELECTED FINANCIAL DATA

(In millions, except ratios and per-share data)

Income and Expense:

Net interest income—tax-equivalent basis . .. ... ..
Provision for credit losses . . . . ... oo
Noninterest INCOME .« + v v v v v v vt it it et e ae
Merger-related and restructuring charges . . .......
Operating eXpense. . . oo v vt v v iiinnn e
Net INCOME . o v v vttt et et et et
Per Common Share Data:

Net income, basic . ..o v v v i vt i i e
Net income, diluted . ......................
Cash dividends declared . . . . .................
Bookvalue.......... ... ... . ... . .
Balance Sheet:

Deposits . .. ..ovvi
Long-term debt (1) ........ .. ... ... . ... ...
Total assets . o oo v v it e
Common stockholders” equity . ...............
Total stockholders’ equity ...................
Performance Ratios:

Returnonassets .. ......... ... ..
Return on common equity ..................
Net Interest Margin . . . ..o v v v v v vn v e vnnn.n.
Efficiency ratio ... ...
Credit Quality:

Net charge-offs to average loans . . . ............
Allowance for credit losses to loans outstanding . . . .
Nonperforming assets to related assets . . .........
Common Stock Data:

Average shares outstanding, basic . .............
Average shares outstanding, diluted . . .. .........
Stock price, year-end . . .. ...
Stock dividends . . . . ...... .o
Dividend payout ratio . ............iiiii...

(1) Includes trust preferred capital securities.

1999 1998 1997 1996 1995
$ 9,142 § 9469 § 9,619 § 9417 § 8,042
1,249 1,408 1,988 1,716 1,067
8,692 8,071 6,694 5,994 5,478
554 1,062 337 — 267
10,936 10,483 9,403 8,681 7,948
3,479 3,108 2,960 3,231 2,675
$ 297 $§ 265 § 248 $§ 264 $ 217
2.95 2.61 2.43 2.57 2.12
1.68 1.52 1.38 1.24 1.13
17.34 17.31 16.03 16.64 15.28
$163,877 $155,398 $159,579 $153,496 $138,478
162,278 161,542 153,726 145,206 145,343
35,435 22,298 21,546 15,363 12,582
269,425 261,496 239,372 225,822 228,298
19,900 20,370 18,724 18,856 17,345
20,090 20,560 19,050 19,507 18,143
1.36% 1.30% 1.29% 1.43% 1.19%
17.1 15.9 15.8 17.5 15.7
4.09 4.52 4.75 4.70 4.07
64.4 65.8 59.7 56.3 60.8
0.77% 0.97% 1.21% 1.04% 0.59%
1.39 1.46 1.77 1.75 1.75
0.71 0.53 0.42 0.40 0.55
1,168 1,170 1,176 1,199 1,198
1,178 1,189 1,213 1,254 1,248
$ 32.00 $ 51.06 $ 4937 § 39.09 $ 31.10
— 10% — 10% —
57% 58% 61% 38% 40%



BuUSINESS SEGMENTS

Highlights
Average Average
Net Income Earnings Return on Managed Assets Common Equity
(In millions) Per Share Equity (In billions) (In billions)
1999 1998 1999 1998 1999 1998 1999 1998 1999 1998
Commercial Banking. . .. .. $1,612 $1,325 $1.37 $1.11 21%  17% $151.9 $143.1 $ 7.7 $ 7.7
First USA.............. 1,255 1,419 1.07 1.19 17 21 108.1 97.0 7.4 6.8
Other Consumer. ........ 940 783  0.80 0.66 26 23 40.0 36.2 3.6 3.4
Other Activities and
Corporate/Unallocated . . . 269 342 0.22 029 N/M N/M 2.2 2.6 1.6 1.6
Managed Business Segment
results .. ... 4,076 3,869 3.46 3.25 20 20 302.2 2789 20.3 195
Merger-related and other
ftems ... (597) (761) (0.51) (0.64) N/M N/M — - = —
Total Corporation . ... $3,479 $3,108 $2.95 $2.61 17% 16% $302.2 $278.9 $20.3 $19.5

Investment Management

(included above) ....... $ 344 § 215 $0.29 $0.18

N/M—Not meaningful.

Business Segment Management

BANK ONE CORPORATION manages its lines of business based on risk, return and growth parameters.
The risk component is differentiated through the capital allocation process. Merger-related charges and certain
other items that are not considered core, run-rate items were not attributed to the line of business results.
Management believes that the results presented are more indicative of underlying performance of the business
segments.

Description of Methodology

Key elements of the management reporting process that determine the line of business results include:

® Funds Transfer Pricing—To derive net interest income for the business units, a detailed process of
charging/crediting for assets/liabilities is employed. This system is designed to be consistent with the
Corporation’s asset and liability management principles.

® Standard Credit Costs—Provision for credit losses in the lines of business is determined through specific
methodologies that measure expected loss over a certain period of time. Any difference between the
aggregate provision of the businesses and the Corporation’s total is shown in Corporate/Unallocated.

® Cost Allocation—Costs of support units are fully allocated to the business lines as indirect expenses and
overhead costs.

® Capital Attribution—Common equity is assigned to the business units based on the underlying risk of
their activities. Four forms of risk are measured: credit, market, operational and lease residual. The risk
tolerance used in this framework is consistent with that required for a AA debt rating. See page 34 for
more information on economic capital.

To the extent practicable, results for prior periods have been restated to reflect subsequent organizational
changes and material refinements in management reporting policies.

Other key principles underlying the line of business results are noted below.

® The presentation of the business units depicts the management organization of the Corporation for 1999.
During that time, the Consumer Lending unit operated as part of First USA. In January 2000, Consumer
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Lending was realigned with Retail Banking. Other, less significant, changes also took place as noted on
page 9. The business segments’ results for 1999 and 1998 are presented under the 2000 organization
structure on page 9.

® The merger-related charges and the effect of certain identified transactions were not attributed to any line
of business. For analytical purposes, these items are not considered part of the core business activities.
More information on these costs is provided beginning on page 8.

® All disclosures are on a managed basis; securitized credit card receivables and related income statement
line items are presented as if they were on-balance sheet loans.

® Earnings from Investment Management are fully attributed to the other lines of business.
® The “Other Activities/Unallocated” category includes certain proprietary investing and other small non-
core business activities, as well as unallocated capital and other corporate items.
Line of Business Financial Results

Commercial Banking

(Dollars in millions) 1999 1998 % Change
Net interest income (FTE) .. ... ... e $3,017 $2,942 3%
Provision for credit 10sses . . . . v v vttt e 437 404 8
INONINEEIESt INCOIMIE & v v v v v vt e et e e e e e et e et et et et e et et e e 2,605 2237 16
INONINEETESt EXPEISE . + v v v v v v v e v ettt e et e e ettt 2,934 2,925 —
NEL INCOME v vt vttt e et et e et e e e et e e e e e e e 1,612 1,325 22
Return on equity . .... ... e 21% 17%
Efficiency ratio ... ..ottt 52 56

(Dollars in billions)

Average loans . .. .. $83.1 § 77.0 8%
AVETAZE ASSELS .+ v v v v ittt e e e 151.9 1431 6
Average COMMON EQUILY .+ v v v v vt vttt e st ettt e 7.7 7.7 —

FTE—Fully taxable equivalent.

Commercial Banking is the Corporation’s largest earnings contributor, representing 40% of managed busi-
ness segment net income. It serves business customers ranging in size from middle market companies to large
corporations, governments and institutions. Commercial Banking’s offerings include traditional credit products,
corporate finance, treasury services, investment management and capital market products. This business line’s
earnings also include the results of high net worth customers, leveraged and equipment leasing, proprietary
investing and venture capital activities.

Net income of $1.6 billion for 1999 was up 22% from a year ago, and return on equity increased to 21%.
This performance exceeded the growth and return targets established for this business. Spread income was up
3%, although margins continued to be compressed. The 16% improvement in noninterest income was principally
due to significantly higher market-driven revenue in Corporate Investments and an increase in treasury manage-
ment fees. The provision for credit losses increase reflected the impact of 8% loan growth in 1999. Noninterest
expense was flat year-to-year, reflecting merger synergies and expense discipline.

The $7.7 billion of average common equity attributed to Commercial Banking is predicated on the assess—
ment of inherent business risks. It represents about 9% of total average loans.

For 2000, the activities of Commercial Banking are expected to produce net income growth in the
13%—16% range. Overall, return on equity should be 18%—20%.
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Consumer Businesses

The Corporation serves a number of different consumer markets with a variety of products and through
multiple delivery channels. For 1999, the consumer businesses consisted of First USA (including Credit Card,
WingspanBank.com (the Corporation’s Internet-only bank) and Consumer Lending) and Other Consumer. De-
posit gathering, auto finance and small business lending were the primary activities of Other Consumer.

First USA

(Credit Card and Consumer Lending)

(Dollars in millions) 1999 1998 % Change
Net interest income (FTE) .. ... ..o o e $7,980 §7,519 6%
Provision for credit loSSes « . v v v v vt i e e e e 3,843 3,485 10
INONINEErESt INCOIME + « 4 v v v v v e e et e e et e et e e ettt e e e e 2,155 1,960 10
INONINEETESt EXPEIISE .« « + v v v v v v e e e e et e et e e et e 4,393 3,873 13
S A ' T o ) ' 1< 1,255 1,419 (12)
Return on equity . ... ..t 17% 21%
Efficiency ratio .. .o v v i e 43 41

(Dollars in billions)

Average loans . .. ... $100.7 § 91.2 10%
Average cCoOmmON EQUILY . o v v vt v vt ittt e e 7.4 6.8 9
Credit Card

(Dollars in millions) 1999 1998 % Change
Net interest income (FTE) . ........ ... $6,895 $6,457 7%
Provision for credit 10sSes . . . . .o vt i e 3,593 3274 10
INONINEEIESt INCOIME 4 v v v v v v e vt e e v e e e e e et et et e et e et e e e 1,860 1,628 14
INONINETESt EXPEIISE . « & v v v v v v e e e e et e e e e e it i e 3,533 3,054 16
NEt INCOME ottt et ettt e e e e e e it 1,077 1,177 8)
Return on outstandings (Pretax) . .. ...vvvvv vttt 2.4% 2.9%

Return on eqUILY . . v v vttt et e e e 17 21
Efficiency ratio .. .. .ottt e 40 38

Managed net charge-off rate . . ... ... ... 5.23 5.57

(Dollars in billions)

Average loans . . ... $ 69.0 $ 60.5 14%
AVEIAGE ASSELS + v v v v et e e e e e 75.3 65.7 15
Average COMMON EQUILY .+ v v v v vttt ettt ittt e 6.2 5.6 11

For the year, Credit Card contributed $1.1 billion of net income, an 8% reduction from 1998. Managed
credit card receivables averaged $69 billion for the year, up 14% from 1998, yet relatively flat during the year.
Total revenue rose 8% for 1999, a result of the receivables growth. Expenses were up 16%, largely due to higher
marketing costs, which, beginning in the fourth quarter of 1998, were expensed as incurred rather than capital-
ized. Higher servicing costs associated with portfolio growth, and investments in new markets also contributed
to the expense increase.

Return on equity for 1999 was 17%, based on an equity attribution of 9% of managed receivables. This
capital ratio is generally higher than that of most competitors. The managed net charge-off rate for 1999 was
5.23%, compared with 5.57% in 1998.

A rapid earnings decline occurred in the second half of 1999 and was due to several factors: a rise in account
attrition, significant yield compression and a reduction in late fees. As a result, the net interest margin dropped
almost 75 basis points in the second half of the year.



During the second half of 1999, Credit Card refocused its marketing efforts on customer retention, addressed
operational and service issues, and deployed a revised pricing strategy. Expense management programs have also
been implemented. Overall, Credit Card’s earnings are expected to decline in 2000, to a pretax return on
outstandings of approximately 1.0%. The actions initiated in 2000 are expected to return Credit Card profitability
for 2001 to industry levels.

Consumer Lending

(Dollars in millions) 1999 1998 % Change
Net interest income (FTE) .. .. ... i e $1,085 §$1,062 2%
Provision for credit 1osses . . . ..o v 250 211 18
INONINEETESt INCOIMIC + + 4 v v v v v v e e e e et e e e e e et et 295 332 (11)
INONINETESt EXPEIISE . « 4 v v v v v e et e et e i e e e e it 860 819 5
Net INCOME . . v vttt e it et it et 178 242 (26)
Return on equity . ... .. 15% 20%
Efficiency ratio .. .. ... . 62 59

(Dollars in billions)

Average loans . . ... e $ 31.7 § 30.7 3%
AVETAZE ASSCLS + v v v v it et e e e 32.8 31.3 5
Average COMMON EQUILY .+ v v v vttt ittt sttt it e 1.2 1.2 —

Consumer Lending offers a wide range of loan products, including home equity loans and lines of credit,
mortgage loans, tax refund anticipation loans and other secured loans. These loans are generated nationwide
through a variety of distribution channels, including telemarketing, direct mail, retail banking centers, the
Internet and third-party originators.

Net income declined substantially in 1999 as credit costs rose. Provision for credit losses reflects higher
charge-offs due to portfolio seasoning and growth. In addition, gains on loan sales and securitizations for 1999
were lower by $28 million. Increased direct marketing and other channel costs were also a factor in the earnings
decline.

Consumer Lending was merged into Retail Banking in early 2000 with the objective of serving customers
more eftectively by offering a full product set through integrated channel access. This combination will leverage
infrastructure and processes in order to improve the operating efficiency and returns of Consumer Lending from
run-rate levels at year-end 1999.

Other Consumer

(Dollars in millions) 1999 1998 % Change
Net interest income (FTE) .. ... .o i e $3,304 §$3,230 2%
Provision for credit 1osses . . . . ...t 165 246 (33)
INONINEETESt INCOIMIE & 4 v v v v v vt vt e e et e et e e et et et e et e et e et e e 1,424 1,590 (10)
INONINETESt EXPEIISE . « 4 v v v v v e et e it s e it e i e ettt 3,144 3,395 (7)
NEt INCOME + v vttt et e e et e e et 940 783 20
Return on equity . ... .. 26% 23%
Efficiency ratio . ... ... 66 70

(Dollars in billions)

Average loans . . ... $ 345 § 315 10%
AVETAZE ASSELS .+ v v v vttt e e e 40.0 36.2 10
Average deposits . ... u i 88.5 921 “)
Average COMMON EQUILY . o v v vt vttt it e it et e e e e 3.6 3.4 6

Other Consumer includes a Retail Banking network of 1,800 banking centers, 7,000 ATMs, online banking
and other distribution channels, as well as small business, indirect auto lending and other forms of secured
lending. This business segment produced growth and returns above its targets for 1999. Net income was $940

6



million, up 20% from 1998, and return on equity was 26%. The increase in net income is largely attributable to
a lower provision for credit losses resulting from a favorable credit quality environment and the sale of high risk
indirect auto lending assets.

Over the past two years, the Corporation has sold 245 banking centers with approximately $6.5 billion in
deposits. Although these sales reduced earnings, return on equity and operating efficiency improved as a result.
At the same time, aggressive productivity programs boosted net income. In 1999, average deposit levels were
$88.5 billion, and average loan balances increased to $34.5 billion.

For 2000, the new Retail Banking segment (the combination of Other Consumer and Consumer Lending)
is targeting continued strict expense management and moderate revenue growth to produce earnings growth of

8%—10% and return on equity above 20%.

Investment Management

(Dollars in millions) 1999 1998 % Change
Total TEVENUE . o o o e e e e e e e e $1,460 $1,210 21%
INONINTETESt EXPEISE . + v v v v v v v v ettt i et e et it iie e e e 940 887 6
Nt NGO . o v v vt e et et et e et e et e et e e e e e e e 344 215 60
(Dollars in billions)

Average assets under Management . . .. ... ... $125.1 $108.7 15%
(Dollars in millions)

Net income attribution:

Commercial . ...t e e e $ 201 § 124 62%
Credit Card. . .ot i vt e e 88 38 N/M
Other CONSUIMET .« . v v vttt e e e e et e et et e e 55 53 4

N/M—Not meaningful.

Investment Management provides investment advisory, insurance, trust and investment-related services to
individual and institutional clients. The One Group® mutual funds, the Corporation’s proprietary fund family, is
managed in this line of business. Both equity and fixed income components of the One Group funds collectively

performed above industry averages in 1999.

Investment Management continues to be a high-growth, high-return business for the Corporation. Average
assets under management grew 15% for the year, and net income rose 60% to $344 million. The increase in net
income was produced by revenue growth in the proprietary insurance, annuity and mutual fund products as well
as commissions on sales of other securities products. These revenues are attributed to the other business lines.

Continued strong revenue growth and expense management is expected to generate earnings growth of
18%—22% for 2000.

Other Activities

(Dollars in millions) 1999 1998 % Change

Total TEVENUE &« & v v v e e e e e e e e e e e e e e $149 $183 (19%
INONINETESt EXPEIISE .+« 4 v v v vt v v e e b et e e e e e et 87 90 3
INEt INCOME & ottt ettt e et e ettt e e e 41 59 (31)
(Dollars in billions)

AVEIAZE SSELS + & v v v vt s e e e e $2.2 $26 (15)%
AVerage COMIMON EQUILY .+ v v vt v v vttt it ettt ettt e it 0.2 02 —

Other Activities includes the results of certain proprietary investing and other small, non-core business units.
Revenue consists principally of spread income and gains from equity securities.
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Corporate/Unallocated

(Dollars in millions) 1999 1998 % Change
Total TEVENUE . & v v v e e e e e e e e e e e $ 296 § 237 25%
Provision for credit losses. . . .. ..o (107) (221) (52)
INONINTETESt EXPEISE .+« v v v v vt v e e ettt i et e ettt 60 33 82
INEt INCOME & v vttt et et e e e et e e e ittt e s 228 283 (19)
(Dollars in billions)

Average COMMON EQUILY .+ v v v v vttt e $14 $ 14 —%

Certain corporate transactions, valuation adjustments and charges are not allocated to a specific business unit.
Additionally, capital that is not attributed to businesses is held in Corporate/Unallocated. In 1999, this segment
included higher gains from the sales of banking centers, properties, businesses and loan portfolios, which are not
considered ongoing specific business activities. Also, the difference between standard credit costs in the business
lines and the Corporation’s actual provision expense is reflected in this category.

Merger-Related and Other Items

The Corporation’s results for the past two years included items that management believes were not indicative
of ongoing business segment results nor would be representative of a prospective core run rate of the segment’s
performance. These include merger-related restructuring costs, specific business restructurings, identified asset
impairment and valuation adjustments, as well as other items. The following table summarizes these items on a
pretax basis, which should be evaluated in conjunction with reported results.

(In millions) 1999 1998
Merger and restructuring costs

Banc One/FCN . ..o $(515) $ (984)

First Commerce acqUISItION &+« v v v v v vt vt e et it s it s — (182)
Business restructuring charges

1999 fourth QUATTET . . . o oo e e (207) —

Rapid Cash . ... — (65)
Asset impairment and valuation adjustments

Auto leasing residuals/other . . . ... ... L (80) (110)

Credit card assets . . v v it e (129) —
Other items

Provision for credit losses and other charges associated with FFIEC implementation . . . (197) —

Litigation and other charges. . .. ... .. . (112) —

Gain on sale of Concord/EPS ... .. ... 111 —

Gain on Indiana divestiture . ... ... ..ottt it 249 e

Gains from Retail Delivery Initiative ... ...t — 259

Total net charges . . . . . oo $ (880) $(1,082)

Earnings per share Impact . . . . ...t $(0.51) $ (0.64)

1999 Business Restructuring, Asset Impairment and Other Nonrecurring Items

The 1999 fourth quarter business restructuring charges totaled $207 million. These costs included personnel-
related severance and other exit costs associated with both corporate and business-related restructuring plans that
were approved before year-end 1999. The net reduction in full-time equivalent positions is anticipated to ap-
proximate 5,100, with an estimated severance cost of $143 million. Other charges of $64 million included asset
write-offs and termination costs associated with lease and other vendor contracts.



Asset impairment charges totaled $209 million. Of the total, $80 million related to the deterioration of
automobile lease residual values. The remaining $129 million was for the impairment of credit card assets, includ-
ing purchased account relationships, affinity programs and interest-only strip securities. These charges were trig-
gered by the revised marketing plans and projected earnings decline at First USA. The carrying values of these
assets continue to be subject to ongoing market risk, including interest and payment rate risk, as well as the
automobile resale market. Adverse market changes could result in additional impairment charges in future periods.

All other charges were $309 million. Of this total, $176 million was for an increase in provisions for credit
losses, reflecting the Corporation’s overall assessment of its allowance for credit losses in light of the Federal
Financial Institutions Examination Council’s (“FFIEC”’) new guidelines and other relevant risk factors. An addi-
tional $21 million of noninterest expense for credit card fraud losses was related to the shorter time frame for
recognizing fraud losses required by the new guidelines. The remaining $112 million were reserves established
to cover various legal matters, as well as other asset write-offs associated with system and business integration
activities.

See Note 5, beginning on page 47, for more detail on the 1999 merger-related and other restructuring costs.
Also, for additional disclosure regarding the Corporation’s business segments, see Note 6 on page 49.

Line of Business Reorganization

The following table illustrates line of business results for 1999 and 1998 restated to reflect the organizational
changes that were effective January 1, 2000. These changes include: combining Consumer Lending with Other
Consumer (together defined as Retail), moving the Global Money Markets & Investments business from Com-
mercial Banking to Other Activities, separating the results of WingspanBank.com from Credit Card to Other
Activities and transferring Private Banking from Commercial to Investment Management. Reporting in 2000 will
be presented under this organizational structure.

Managed

Business
1999 Commercial  Credit Other Segment
(Dollars in millions) Banking Card Retail  Activities Unallocated Results
Net interest income (FTE) ............. $3,027 $6,895 $4,389 § 28 $ 118 $14,457
Provision for credit losses . . .. .......... 437 3,593 415 — (107) 4,338
Noninterest INCOME .« « v v v v v v v v v v v e v nn 2,298 1,858 1,719 420 178 6,473
Noninterest eXpense . ................ 2,917 3,444 4,004 193 60 10,618
Net InCome ... vv v it ee i 1,425 1,135 1,118 170 228 4,076
Return onequity . .................. 20% 18% 24% N/M N/M 20%
Efficiency ratio . ....... ... ... ... 55 39 66 N/M N/M 51
Return on outstandings (pretax) . ........ N/A 25 N/A N/A N/A N/A
(Dollars in billions)
Average loans . ......... ... ... $ 83.1 $69.0 $662 $ 0.3 — $ 218.6
Average managed assets . ... ... 117.9 75.3 72.8 36.2 — 302.2
Average common equity . . ... ...... ... 7.2 6.2 4.7 0.8 1.4 20.3
1998
(Dollars in millions)
Net interest income (FTE) ............. $2,841 $6,457 $4293 § 144 $§ 93 $13,828
Provision for credit losses . . .. .......... 404 3,274 457 — (221) 3,914
Noninterest INCOME .« v v v v v v v oo v e n v e 1,990 1,628 1,920 388 144 6,070
Noninterest eXpense . .. .............. 2,902 3,054 4,214 113 33 10,316
NetIncome . ...ttt 1,109 1,177 1,024 276 283 3,869
Returnonequity ................... 15% 21% 22% N/M N/M 20%
Efficiency ratio . ....... ... 60 38 68 N/M N/M 52
Return on outstandings (pretax) . ........ N/A 2.9 N/A N/A N/A N/A
(Dollars in billions)
Average loans . ................. ... $ 77.0 $ 605 $ 622 $ 02 — $ 199.9
Average managed assets . ... ... ... 113.1 65.7 67.5 32.6 — 278.9
Average common equity .............. 7.3 5.6 4.6 0.6 1.4 19.5

N/M—Not meaningful.
N/A—Not applicable.



The following results for Investment Management are fully attributed to the other lines of businesses in the
preceding table.

(Dollars in millions) 1999 1998

Total TEVENUE . .o it e e e $1,799 §$1,523
INONINTETESt EXPEIISE &+« + v v v vt it v e e e ettt e et e ettt 1,065 1,016
INEE INCOIMIE + & v o v vt et e et e e e et e e e e e e e e e e 485 335

Forecasted 2000 Results

The Corporation announced in January 2000 that projected earnings for the year would be in the range of
$2.80-$3.00 per share. This expected decline from the 1999 managed business segment results is primarily due
to the projected earnings decline in Credit Card.

Earnings Per Share

1999 Managed Business Segment Results . .. ................ ... ... ........ $3.46
Growth in core business units excluding Credit Card .. ...................... 0.45-0.50
Decline in Credit Card profitability ... ........ . oo (0.60-0.70)
Run-rate and market risk considerations . . .. ...... ... .. . . (0.35-0.40)

Projected 2000 Earnings. . . .. ... ... ... . $2.80-$3.00

The pretax return on outstandings in the credit card business is projected to decline from 2.5% in 1999 to
approximately 1.0% in 2000. This reduction translates into a 60—70 cent per share earnings decline in 2000. The
Corporation is in the process of implementing changes in Credit Card that are anticipated to produce a return of
between 1.50% and 1.75% for 2001, which is consistent with the current profitability of other market participants
in this business.

Core growth in other businesses is expected to generate earnings improvement of 4550 cents per share in
2000. However, additional risk factors, including the economy, higher interest rates and competition, could
negatively affect projected 2000 earnings by up to 40 cents per share, as shown in the table above.

EARNINGS ANALYSIS

Summary of Financial Results

The Corporation’s 1999 net income was $3.479 billion, or $2.95 per share, up from $3.108 billion, or $2.61
per share, in 1998, and compared with $2.960 billion, or $2.43 per share, in 1997. The following table summa-
rizes the key financial lines and ratios for the years presented.

(Dollars in millions, except per share data) 1999 1998 1997
Net interest income—tax-equivalent basis . .. .......... ... ... $ 9,142 $ 9,469 $9,619
Provision for credit LoSSes « . v v v v v ittt e 1,249 1,408 1,988
INONINEEIESt INCOIME + & v v v v v v e v i e e e e e e et e et e et ettt 8,692 8,071 6,694
INONINEETESt EXPEIISE .« v v v v v v v e e e e e e e et e e e it e 11,490 11,545 9,740
Nt INCOMIE & v vttt et et e e e et e e e e e e e 3,479 3,108 2,960
Earnings per share

BasiC . v e e 2.97 2.65 2.48

Diluted ... .o e 2.95 2.61 2.43
Return on assets . .. ...t 1.36% 1.30% 1.29%
Return on common equity ... ... ...ttt 171 15.9 15.8
Net INterest Margin . . . v v vttt ittt et 4.09 4.52 4.75
Efficiency ratio . ... v vt 64.4 65.8 59.7
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Basis of Presentation

Management’s discussion and analysis may contain forward-looking statements that are provided to assist in
the understanding of anticipated future financial performance. However, such performance involves risks and
uncertainties that may cause actual results to differ materially from those expressed in forward-looking statements.
See pages 3637 for a full discussion of such factors.

For funding and risk management purposes, the Corporation periodically securitizes loans, primarily in
support of credit card activities. The accounting for securitizations complicates the understanding of underlying
trends in net interest income, net interest margin and noninterest income, as well as the underlying growth rates
of reported loans. For clarification, these trends are also reviewed on a “managed” basis, which adds data on
securitized credit card loans to reported data on loans. Results on a managed basis, where presented, should be
read in conjunction with reported results. See page 76 for reconciliation of reported to managed results.

Net Interest Income

Net interest income includes fundamental spreads on earning assets as well as such items as loan fees, cash
interest collections on problem loans, dividend income, interest reversals, and income or expense relating to
derivatives used to manage interest rate risk. Net interest margin measures how efficiently the Corporation uses
its earning assets and underlying capital.

In order to understand fundamental trends in net interest income, average earning assets and net interest
margins, it is useful to analyze financial performance on a managed portfolio basis, which adds data on securitized
loans to reported data on loans.

(Dollars in millions) 1999 1998 1997
Managed
Net interest income—tax-equivalent basis . . .. ................. $ 14,457 $ 13,828 $ 12,950
AVerage earning assets . . .. v v it e 269,237 248,621 235,420
Net INterest MAargin « . v v v v v vt vttt et e e e e 5.37% 5.56% 5.50%
Reported
Net interest income—tax-equivalent basis . . .. ................. $ 9,142 $ 9469 § 9,619
AVerage earning assets . . ... v it i e 223,539 209,514 202,334
Net interest Margin . . . .. oo v vttt 4.09% 4.52% 4.75%

Managed net interest margin decreased 19 basis points to 5.37% in 1999, from 5.56% in 1998. Lower
margins on credit card loans were the most significant cause of the overall margin decline in 1999, reflecting
customer attrition and lower late fees, plus modestly higher funding costs in 1999. Going forward, pricing on
credit card loans will continue to compress credit card spreads.

On a reported basis, net interest margin was 4.09% in 1999, compared with 4.52% in 1998 and 4.75% in
1997. The decrease in net interest margin was related to lower credit card spreads as well as a less favorable
earning asset mix.

Managed net interest income increased 5% in 1999, compared with that of 1998. This growth was primarily
attributable to a $20.6 billion, or an 8%, increase in average earning assets.

(In millions) 1999 Percent 1998 Percent 1997 Percent
Average managed loans
Creditcard . ......... .. ... ... ..... $ 68,980 32% § 60,532 30% § 54,872 29%
Commercial .. ....... ... 90,182 141 82,118 41 76,636 41
Otherconsumer. . ... ..o vvvin ... 59,440 27 57,206 29 56,410 30
Total . ..o $218,602  100% $199,856  100% $187,918 100%
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Average managed credit card loans in 1999 were up 14% from 1998 levels to $69.0 billion. Despite this year-

over-year average growth, average outstandings were generally flat throughout 1999. The Corporation anticipates

that average credit card outstandings will be flat to down 5% in 2000.

Average commercial loan volume increased 10%, or $8 billion, in 1999, reflecting underlying growth, as

well as loan demand resulting from ongoing market liquidity conditions. Much of this growth has been concen-

trated in the large corporate and middle market segments.

Average consumer loans, excluding credit card loans, were up $2.2 billion, or 4%, from 1998. Growth in

home equity loans was offset by run-off in residential mortgages and portfolio sales.

Managed net interest income for 1998 increased $878 million, or 7%, from 1997, due primarily to a

$13.2 billion increase in average earning assets. The managed net interest margin for 1998 increased to 5.56%

from 5.50% in 1997, reflecting growth in higher spread credit card loans, as well as deposit growth. Average

commercial loans grew 7% in 1998, predominantly reflecting growth in the middle market segment. Average

consumer loans were essentially flat in 1998 compared with 1997.

Noninterest Income

In order to provide more meaningful trend analysis, credit card fee revenue and total noninterest income in

the following table are shown on a managed basis. Credit card fee revenue excludes the net interest revenue

associated with securitized credit card receivables. Managed noninterest income increased 7% in 1999, following

a 16% increase in 1998.

Percent
Increase (Decrease)
(Dollars in millions) 1999 1998 1997 1998-1999  1997-1998
Equity securities @ains . . ... .vv vttt $ 415 § 250 § 334 66% (25)%
Trading profits . . ..o vttt 147 141 117 4 21
Investment securities @aiNS . . .. ..o v viv s s v v e e ennn.. 94 155 101 (39) 53
Market-driven revenue . . . ... ... 656 546 552 20 1
Credit card revenue (1) . ....... . ... 1,377 1,424 1,194 3) 19
Fiduciary and investment management fees . ............ 793 807 746 () 8
Service charges on deposits .. ........... ... 1,283 1,255 1,219 2 3
Other service charges and commissions . . .. ............ 1,502 1,390 1,172 8 19
Managed fee-based revenue . ................... 4,955 4876 4,331 2 13
Gains from Retail Delivery Initiative . ................ — 259 — N/M N/M
Gain on Indiana divestitures . . . . ... ... ... 249 — — N/M N/M
Gain on sale of Concord/EPS .. .................... 111 — — N/M N/M
Other. ... 671 538 497 25 8
Managed noninterest income . ... ... $6,642 $6,219 $5,380 7% 16%

(1) Excludes net credit card revenue due to securitizations totaling $2.050 billion in 1999, $1.852 billion in 1998 and $1.314 billion in 1997.

N/M—Not meaningful.

Market-Driven Revenue

Market-driven revenue increased 20% over year-ago levels. The mix of market-driven revenue changed

from that of 1998, as improvements in both equity securities gains and trading profits were offset by the year-

over-year decline in investment securities gains. While more sensitive to changes in market conditions than other
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noninterest income components, market-driven revenue remains a core component of the commercial business
and an important contributor to overall earnings growth.

Equity securities gains totaled $415 million in 1999, up from $250 million in 1998 and $334 million in 1997.
Favorable equity markets in 1999 produced higher market valuations and an increase in transaction volume.
Investment securities gains totaled $94 million in 1999, compared with $155 million in 1998 and $101 million
in 1997. Investment securities gains were lower in 1999 as a result of less favorable market conditions for certain
debt instruments. The higher investment securities gains in 1998 and 1997 primarily resulted from more active
management of the investment portfolio, with a focus on government and mortgage-backed securities.

Trading profits were $147 million in 1999, compared with $141 million in 1998 and $117 million in 1997.
More favorable results in derivatives in 1999 were offset by a decline in foreign exchange trading. Derivative
trading results in 1998 were negatively affected by losses recognized in specific portfolio positions, as well as by a
volatile interest rate environment. Foreign exchange trading benefited from the volatility in foreign currency
markets experienced in 1998 and 1997.

Managed Fee-Based Revenue

Managed fee-based revenue grew 2% in 1999, following 13% growth in 1998. Adjusted for the impact of
the reclassification of shareholder services revenue and writedowns included in credit card revenue described
below, each major category of fee-based revenue posted increases in both years.

Credit card fee revenue in 1999 includes asset impairment writedowns of $99 million for certain assets,
including affinity programs and interest-only strips retained by the Corporation in securitization transactions.
These writedowns were based on the continued earnings decline in the credit card business. Such assets continue
to represent ongoing risk exposures. Changes in projected revenues, adverse market movements or customer
payment rates could result in additional impairment charges in future periods. Excluding these writedowns, credit
card fees rose 4% to $1.476 billion in 1999, reflecting higher levels of interchange and cardholder fees, partially
offset by reduced gains on credit card securitizations. Growth in average credit card receivables in both 1999 and
1998 produced higher levels of account- and transaction-based fee revenue. Excluding the impact of the fourth
quarter 1999 writeoffs, securitization-related gains totaled $54 million in 1999, $180 million in 1998 and $188
million in 1997. Credit card receivables are expected to remain stable or decline slightly in 2000, which may
result in reduced levels of fee-based revenue.

Fiduciary and investment management fees include revenue generated by traditional trust products and
services, investment management activities and the shareholder services business. In December 1998, the Corpo-
ration combined its shareholder services business with that of Boston EquiServe Limited Partnership and began
recognizing its proportionate share of the partnership’s net earnings in other noninterest income. Adjusted for
this reclassification, fiduciary and investment management fees were up 11% for 1999. This increase reflects an
increase in proprietary mutual funds, as well as general increases in the market value of trust assets under man-
agement.

Service charges on deposit accounts, which include deficient balance fees, increased 2% to $1.283 billion for
1999, following a 3% increase in 1998. Growth in cash management fees was a contributing factor, due in part
to the extensive cross-selling of product offerings across an expanded geographic region. Effective cross-selling
was supported by enhanced product features and functionality of the core treasury management services provided
to customers on a national basis.

Other service charges and commissions in 1999 increased 8% from 1998 levels. Fees from asset-backed
finance transactions grew in 1999 as the market for securitizations continued to be a source of liquidity for
commercial customers. Loan syndication fees increased, as transaction flow continued to grow. Continued
growth in other fee revenue from retail product areas, including home mortgage and investment management,
also contributed to this excellent performance.
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Included in other income in 1999 was $249 million of gains on the divestiture of banking centers required
in connection with the Banc One/FCN Merger and a $111 million gain from an investment in Concord/EPS.
Gains of $259 million from banking center sales, related to the Retail Delivery Initiative, were recorded in 1998.

Other noninterest income increased $133 million, or 25%, from that recorded in 1998. Gains on sales of
loans were $248 million for 1999, $286 million for 1998 and $107 million for 1997. Earnings from investments
accounted for under the equity method of accounting were $81 million higher in 1999 than in 1998. Charges
of $100 million in 1999 and $102 million in 1998 were recorded for asset valuation adjustments associated with
the Corporation’s auto leasing portfolio. These charges were based on a periodic assessment of the automobile
lease residual portfolio. While the Corporation has taken actions to mitigate such ongoing risk, the carrying value
of the automobile lease residual portfolio remains subject to this ongoing market risk.

Noninterest Expense

Noninterest expense in 1999 was $11.490 billion, compared with $11.545 billion in 1998. Noninterest
expense for 1998 was 19% higher than in 1997. Excluding merger-related and restructuring charges, noninterest
expense in 1999 was up 4% from 1998, and 1998 expenses were 12% above 1997 levels. Business initiatives,
particularly in Credit Card, contributed to the year-over-year increase in operating expense. Technology, systems
and other reengineering projects also added to the overall expense growth.

Percent Increase

(Decrease)
(Dollars in millions) 1999 1998 1997 1998-1999  1997-1998
Salaries and employee benefits
Salaries ... ... $ 3,668 $ 3,770 $3,551 (3)% 6%
Employee benefits . ........... ... . ... 603 707 673 (15) 5
Total salaries and employee benefits .. ....... 4,271 4477 4224 (5) 6
Net occupancy and equipment expense . . . .. ......... 910 845 739 8 14
Depreciation and amortization . .. ................. 697 680 693 3 (2)
Outside service fees and processing . . .. ...ovvvvvn. .. 1,743 1,349 1,145 29 18
Marketing and development . . ............ ... ... 1,188 1,024 837 16 22
Communication and transportation . . ............... 829 781 711 6 10
Merger-related and restructuring charges .. ........... 554 1,062 337 (48) N/M
Other . ..o 1,298 1,327 1,054 (2) 20
NonInterest eXPense . ... .....uuuuverreunnnn... $11,490 $11,545 §$9,740 — 19%
Full-time equivalent staff (December 31) ............. 86,198 91,310 94,384 (6) (3)

Efficiency ratio . ... .. i 64.4%  65.8% 59.7%

N/M = Not meaningful.

Salary and benefit costs were $4.271 billion in 1999, down 5% from $4.477 billion in 1998, and were
primarily the result of staff reductions. At December 31, 1999, full-time equivalent employees totaled 86,198,
down 6% from 91,310 in 1998. Employee benefit costs decreased $104 million in 1999 compared with 1998,
largely attributable to staft reductions and reduced pension costs, as well as to the integration of employee benefit
programs. The 1998 increases in salary and benefits costs of 6% and 5% from 1997 levels reflected staffing
increases to support growth in certain business activities as well as annual salary increases and higher performance-
based initiatives in certain business units.

Occupancy and equipment expense was up $65 million, or 8%, from 1998 levels. The increase reflected
growth in production facilities as well as higher equipment costs for certain business units. Occupancy and
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equipment expense in 1998 was up 14% from 1997 levels, reflecting the outsourcing of various property man-
agement services and the implementation and ongoing support of an expanded ATM delivery network, including
the Rapid Cash retail banking initiative. This initiative was restructured at the end of 1998, resulting in a
$65 million charge.

Outside service fees and processing expense increased 29% in 1999 and 18% in 1998; these expenses included
consulting and implementation costs incurred to support Year 2000 readiness, as well as other development,
technology and reengineering initiatives in various businesses. Increased credit card transaction volume and ac-
count generation required higher levels of support and processing costs. Additionally, the outsourcing of certain
ongoing business activities contributed to the year-over-year increases.

Year 2000 readiness costs totaled $108 million in 1999 and $185 million in 1998, and are included in various
noninterest expense categories. See ‘“Year 2000 Readiness Disclosure” on page 33.

Marketing and development expense increased 16% in 1999 and 22% in 1998. Credit card marketing efforts
accounted for much of the increase in both periods. Additionally, in 1999 credit card account sourcing costs that
were previously capitalized are now being expensed as incurred due to a change in business practices.

Other operating expense decreased $29 million in 1999, compared with the 1998 figure. The increase in
1998 over 1997 levels reflected the cost to support growth in transaction-driven business activities and the higher
level of technology-driven and business reengineering project initiatives.

Applicable Income Taxes

The following table shows the Corporation’s income before income taxes, as well as applicable income taxes
and effective tax rate for each of the past three years.

(Dollars in millions) 1999 1998 1997
Income before INCOME tAXES . . v v v v i ittt et et e e e e $4,974 $4,465 $4,427
Applicable INCOME tAXES. + « v v v vttt ettt et 1,495 1,357 1,467
BAeCtiVe taX TateS . v v v v v it e ittt e e e e e e e 30.1% 30.4% 33.1%

Tax expense for all three years included benefits for tax-exempt income, tax-advantaged investments and
general business tax credits offset by the effect of nondeductible expenses, including goodwill. A higher level of
transaction activity in tax-advantaged products during 1999 and 1998 produced a lower effective rate than in
1997. More detail on income taxes can be found in Note 18, beginning on page 64.

RISK MANAGEMENT

The Corporation’s various business activities generate liquidity, market and credit risks.

® Liquidity risk is the possibility of being unable to meet all current and future financial obligations in a
timely manner.

® Market risk is the possibility that changes in future market rates or prices will make the Corporation’s
positions less valuable.

® Credit risk is the possibility of loss from a customer’s failure to perform according to the terms of a

transaction.

Compensation for assuming these risks is reflected in interest income, trading profits and fee income. In
addition, these risks are factored into the allocation of capital to support various business activities, as discussed in
the “Capital Management” section, beginning on page 33.
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The Corporation is a party to transactions involving financial instruments that create risks that may or
may not be reflected on a traditional balance sheet. These financial instruments can be subdivided into three
categories:

® Cash financial instruments, which are generally characterized as on-balance sheet transactions and include
loans, bonds, stocks and deposits.

® Credit-related financial instruments, which include such instruments as commitments to extend credit and
standby letters of credit.

® Derivative financial instruments, which include such instruments as interest rate, foreign exchange, equity
price and commodity price contracts, including forwards, swaps and options.

The Corporation’s risk management policies are intended to identify, monitor and limit exposure to liquidi-
ty, market and credit risks that arise from each of these financial instruments.

LiQuIDITY RISK MANAGEMENT

Liquidity is managed in order to preserve stable, reliable and cost-effective sources of cash to meet all current
and future financial obligations in a timely manner. The Corporation considers strong capital ratios, credit quality
and core earnings as essential to retaining high credit ratings and, consequently, cost-effective access to market
liquidity. In addition, a portfolio of liquid assets, consisting of federal funds sold, deposit placements and selected
highly marketable investment securities, is maintained to meet short-term demands on liquidity.

The Consolidated Statement of Cash Flows, on page 41, presents data on cash and cash equivalents provided
and used in operating, investing and financing activities.

The Corporation’s ability to attract wholesale funds on a regular basis and at a competitive cost is fostered
by strong ratings from the major credit rating agencies. As of January 31, 2000, the Corporation and its principal

banks had the following long- and short-term debt ratings.

Credit Ratings

Short- Senior
January 31, 2000 Term Debt Long—Term Debt
S&P Moody’s S &P Moody’s
The Corporation (Parent) . .. ...... ..ttt A-1 P-1 A Aa3
Principal Banks . ....... ... A-1 P-1 A+ Aa2

Standard & Poor’s lowered the ratings of the Corporation and principal banks on January 11, 2000. No
material impact on the ability to raise wholesale funding is anticipated for the Corporation or its principal banks.

The Treasury Department is responsible for identifying, measuring and monitoring the Corporation’s liquid-
ity profile. The position is evaluated monthly by analyzing the composition of the liquid asset portfolio, per-
forming various measures to determine the sources and stability of the wholesale purchased funds market, tracking
the exposure to off-balance sheet draws on liquidity and monitoring the timing differences in short-term cash
flow obligations.

Access to a variety of funding markets and customers in the retail and wholesale sectors is vital both to
liquidity management and to cost minimization. A large retail customer deposit base is one of the significant
strengths of the Corporation’s liquidity position. In addition, a diversified mix of short- and long-term funding
sources from the wholesale markets is maintained through active participation in global capital markets and by
securitizing and selling assets such as credit card receivables.
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The following table shows the total funding source mix for the periods indicated.

Deposits and Other Purchased Funds

December 31 (In millions) 1999 1998 1997 1996 1995
Domestic offices
Demand ........... ... $ 31,194 § 39854 § 35954 § 33,479 $ 31,653
Savings . ... 64,435 62,645 58,946 56,359 52,463
Time
Under $100,000 .. ....... ...t 22,825 24,483 28,815 30,955 31,184
$100,000 and over ................. 14,052 11,819 11,329 10,312 10,753
Foreign offices ... ...... ... i, 29,772 22,741 18,682 14,101 19,290
Total deposits .. ... .. 162,278 161,542 153,726 145,206 145,343
Federal funds purchased and securities under
repurchase agreements . . .................. 18,720 23,164 20,346 21,662 24,906
Commercial paper. .. ........... ... 3,184 2,113 1,507 2,446 941
Other short-term borrowings . .. .............. 18,027 14,824 11,299 10,593 12,781
Long-term debt (1) .. ....... ... ..., 35,435 22,298 21,546 15,363 12,582
Total other purchased funds ....... 75,366 62,399 54,698 50,064 51,210
Total ......... ... $237,644 $223,941 $208,424 $195,270 $196,553

(1) Includes trust preferred capital securities.

MARKET RISK MANAGEMENT
Overview

Market risk refers to potential losses arising from changes in interest rates, foreign exchange rates, equity
prices and commodity prices, as well as the correlation among these factors and their volatility. The portfolio
effect of engaging in diverse trading activities helps reduce the potential impact of market risk on earnings.
Through its trading activities, the Corporation strives to take advantage of profit opportunities available in interest
and exchange rate movements. In asset and liability management activities, policies are in place that are designed
to closely manage structural interest rate and foreign exchange rate risk. Disclosures about the fair value of
financial instruments, which reflect changes in market prices and rates, can be found in Note 21, beginning on
page 68.

Trading Activities

The Corporation’s trading activities are primarily customer-oriented. Cash instruments are sold to satisfy
customers’ investment needs. Derivative contracts are initially entered into to meet the risk management needs
of customers. In general, the Corporation then enters into offsetting positions to reduce market risk. In order to
accommodate customers, an inventory of capital markets instruments is carried, and access to market liquidity is
maintained by making bid-offer prices to other market makers. The Corporation may also take proprietary
trading positions in various capital markets cash instruments and derivatives, and these positions are designed to
profit from anticipated changes in market factors.

Many trading positions are kept open for brief periods of time, often less than one day. Other positions may
be held for longer periods. Trading positions are valued at estimated fair value. Realized and unrealized gains
and losses on these positions are included in noninterest income as trading profits.

The Corporation manages its market risk through a value-at-risk measurement and control system, through
stress testing, and through dollar limits imposed on trading desks and individual traders. The Risk Management
Committee of the Board of Directors approves the overall market risk that any line of business can assume. The
primary oversight unit for market risk arising from trading and trading related activity is the Market Risk Policy
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and Review Department, which develops policy to monitor and limit market risk and oversees the Corporation’s
process for managing risk. Value-at-risk is intended to measure the maximum fair value the Corporation could
lose on a trading position, given a specified confidence level and time horizon. Value-at-risk limits and exposure
are monitored on a daily basis for each significant trading portfolio. Stress testing is similar to value-at-risk except
that the confidence level is geared to capture more extreme, less frequent market events.

The Corporation’s value-at-risk calculation measures potential losses in market value using a 99% confidence
level and a one-day time horizon. This equates to 2.33 standard deviations from the mean under a normal
distribution. This means that, on average, daily losses are expected to exceed value-at-risk one out of every 100
overnight trading days. Value-at-risk is calculated using various statistical models and techniques for cash and
derivative positions, including options. Because of market relationships, the Corporation is able to recognize risk-
reducing diversification benefits across certain trading portfolios. However, the reported value-at-risk remains
somewhat overstated because not all offsets and correlations are fully considered in the calculation.

The following table shows average, high and low value-at-risk derived from the four quarter-ends of 1999
and 1998, along with value-at-risk figures for December 31, 1999, and December 31, 1998. The activities
covered by the table include trading activities and other activities, including certain overseas balance sheet posi-
tions, that are managed principally as trading risk.

Value-At-Risk

1999 1999 1999 Dec 31, 1998 1998 1998 Dec 31,

(In millions) Average High Low 1999 Average High Low 1998

Risk type
Interest rate . . .o v v it i e $21 $28 $14 $14 $23 $27 %16 $27
Exchangerate .................... 1 2 — — 2 2 1 2
Equity ....... .o 1 1 1 1 2 3 1 2
Commodity ..........couvi.... — —_ - — — 1 — —
Diversification benefit .. ............ (2) )
Aggregate portfolio market risk . .......... $13 $29

Interest rate risk was the predominant type of market risk incurred during 1999. At December 31, 1999,
before taking diversification benefits into account, approximately 91% of primary market risk exposures were
related to interest rate risk. Exchange rate, equity and commodity risks accounted for 4%, 4% and 1%, respec-
tively, of primary market risk exposures.

U.S. Treasury, corporate, asset-backed, municipal and mortgage-backed securities generated 88% of interest
rate risk. Interest rate derivatives accounted for 11% of interest rate risk. The remaining 1% of interest rate risk
was derived from money market and foreign exchange trading activities.

Within the category of exchange rate risk, 76% of the risk was generated by foreign exchange spot, forward
and option trading. Of the exchange rate risk arising from these activities, 23% related to major currency expo-
sures and 77% to minor currencies. The remaining exchange rate risk was largely from interest rate and equity
derivatives trading.

Equity cash instruments trading generated 54% of equity price risk, and equity derivatives trading generated
the remaining 46% of equity price risk.

At December 31, 1999, aggregate portfolio market risk exposures were 54% lower than at year-end 1998.
The majority of this decline was due to decreased market risk in various trading books.
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Structural Interest Rate Risk Management

Interest rate risk exposure in the Corporation’s non-trading activities (i.e., asset liability management
(“ALM”) position) is created from repricing, option and basis risks that exist in on- and off-balance sheet
positions. Repricing risk occurs when interest rate-sensitive financial asset or liability positions reprice at different
times as interest rates change. Basis risk arises from a shift in the relationship of the rates on different financial
instruments. Option risk is due to “embedded options” often present in customer products including interest
rate, prepayment and early withdrawal options; administered interest rate products; deposit products with no
contractual maturity structure; and certain oft-balance sheet sensitivities. These embedded option positions are
complex risk positions that are difficult to offset completely and, thus, represent the primary risk of loss to the
Corporation.

The Corporation’s policies strictly limit which business units are permitted to assume interest rate risk. The
level of interest rate risk that can be taken is closely monitored and managed by a comprehensive risk control
process. The Market and Investment Risk Management Committee, consisting of senior executives of the
finance group, credit and market risk oversight units, and line of business units, are responsible for establishing
the market risk parameters acceptable for the Corporation’s ALM position. Through these parameters the Com-
mittee balances the return potential of the ALM position against the desire to limit volatility in earnings and/or
economic value. The ALM position is measured and monitored using sophisticated and detailed risk management
tools, including earnings simulation modeling and economic value of equity sensitivity analysis, to capture both
near-term and longer-term interest rate risk exposures. The Committee establishes the risk measures, risk limits,
policy guidelines and the internal control mechanisms (collectively referred to as the Interest Rate Risk Policy)
for managing the overall ALM exposure. The Interest Rate Risk Policy is reviewed and approved by a commit-
tee of the Board of Directors.

Earnings simulation analysis, or earnings-at-risk, measures the sensitivity of pretax earnings to various interest
rate movements. The base-case scenario is established using the forward yield curve. The comparative scenarios
assume an immediate parallel shock of the forward curve in increments of 100 basis point rate movements.
Additional scenarios are analyzed, including more gradual rising or falling rate changes and non-parallel rate shifts.
The interest rate scenarios are used for analytical purposes and do not necessarily represent management’s view
of future market movements. Estimated earnings for each scenario are calculated over a forward-looking
12-month horizon (e.g., projected 1999 earnings for the December 1998 figures and projected 2000 earnings for
the December 1999 figures).

The Corporation’s earnings sensitivity profile as of year-end 1999 and 1998 is stated below:

Immediate Change
in Rates

Pretax earnings change -100 bp  +100 bp
December 31, 1999 . . . . .. ... 3.7%  (3.49)%

December 31, 1998 . . . 1.5%  (1.8)%

Assumptions are made in modeling the sensitivity of earnings to interest rate changes. For residential mort-
gage whole loans, mortgage-backed securities, home equity loans and collateralized mortgage obligations, the
earnings simulation model captures the expected prepayment behavior under changing interest rate environ-
ments. Additionally, the model measures the impact of interest rate caps and floors on adjustable-rate products.
Assumptions regarding the interest rate or balance behavior of indeterminate maturity products (savings, money
market, NOW and demand deposits) reflect management’s best estimate of expected future behavior. Sensitivity
of service fee income to market interest rate levels, such as those related to cash management products, is included
as well. The earnings sensitivity profile does not reflect potential differences in the timing of income recognition
on transactions that were designed to have an offsetting economic effect. For example, volatility of earnings in
interim periods may result as the present value of net interest revenues reflected in an interest-only strip is
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recorded upon a credit card securitization; the interest-only strip may be subsequently subject to the accounting
recognition of impairment due to adverse changes in market interest and payment rates while the income or
expense on offsetting asset and liability positions are recorded on an accrual basis. The change in percentage
sensitivity between 1998 and 1999 is primarily due to the difference in year-over-year projected earnings. The
Corporation’s economic risk position (discussed later in this section) has not changed significantly year-over-year.

The Corporation has risk exposure at time periods beyond the 12 months captured in earnings sensitivity
analysis. Management uses an economic value of equity sensitivity technique to capture the risk in both short
and long-term positions. This analysis involves calculating future cash flows over the full life of all current assets,
liabilities and off balance-sheet positions under different rate scenarios. The discounted present value of all cash
flows represents the Corporation’s economic value of equity. The sensitivity of this value to shifts in the yield
curve allows management to measure longer-term repricing and option risk in the portfolio. Interest rate risk in
trading activities and other activities, including certain overseas balance sheet positions, is managed principally as
trading risk.

Access to the derivatives market is an important element in maintaining the Corporation’s desired interest
rate risk position. In general, the assets and liabilities generated through ordinary business activities do not natu-
rally create offsetting positions with respect to repricing, basis or maturity characteristics. Using oft-balance sheet
instruments, principally plain vanilla interest rate swaps (ALM swaps), the interest rate sensitivity of specific on-
balance sheet transactions, as well as pools of assets or liabilities, is adjusted to maintain the desired interest rate
risk profile. At December 31, 1999, the notional value of ALM interest rate swaps totaled $19.7 billion, including
$17.5 billion against specific transactions and $2.2 billion against specific pools of assets or liabilities.

Asset and Liability Management Derivatives—Notional Principal

Receive Fi'xed Pay Fixed . .
December 31, 1999 Pay Floating Receive Floating Basis Swaps Total
(In millions) Specific  Pool  Specific Pool Specific  Pool Swaps
Swaps associated with:
Loans . oot $ — $680 $ 248 $1427 $— $— $ 2,355
Investment securities . . . . . ... ... — — — 121 — — 121
Deposits .. vv i 666 — — — — — 666
Funds borrowed (including long-term debt). 11,138 — 5,287 — 160  — 16,585
Total ..ot $11,804 $680 $5,535 §$1,548 $160 $— $19,727
Other ALM Contracts (1) . ..., $ 205

(1)  Primarily reflects the use of interest rate futures contracts to hedge investment securities.

Swaps used to adjust the interest rate sensitivity of specific transactions will not need to be replaced at
maturity, since the corresponding asset or liability will mature along with the swap. However, swaps against the
asset and liability pools will have an impact on the overall risk position as they mature and may need to be
reissued to maintain the same interest rate risk profile. These swaps could create modest earnings sensitivity to
changes in interest rates.

The notional amounts, expected maturity, and weighted-average pay and receive rates for the ALM swap
position at December 31, 1999, are summarized in the following table. For generic swaps, the maturities are
contractual. In the table, the variable interest rates—which generally are the prime rate, federal funds rate or the
one-month, three-month and six-month London interbank offered rates (“LIBOR’”) in effect on the date of
repricing—are assumed to remain constant. However, interest rates will change and consequently will affect the
related weighted-average information presented in the table.
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Asset and Liability Management Swaps—Maturities and Rates

}’ggﬁ;‘;&i; ’;;;11}22) 2000 2001 2002 2003 2004  Thereafter  Total

Receive fixed/pay floating swaps

Notional amount . . ............... $10,159 $525 $§ — $ — § $1,800  $12,484
Weighted average
Receiverate . . ............... 5.95% 5.98% —% —% —% 6.83% 6.08%
Payrate ......... ... ... 6.14 6.18 — — — 6.12 6.14
Pay fixed/receive floating swaps
Notional amount . .. .............. $ 1,032 $ 43 $1,933 $664 $2,726 $ 685 § 7,083
Weighted average
Receiverate . . . .............. 6.22% 6.17% 6.18% 6.27% 6.20% 6.29% 6.21%
Payrate ............ .. ..., 6.25 7.24 6.74 6.75 6.73 6.31 6.62
Basis swaps
Notional amount ... .............. $ 100 $50 $ — $— $ 10 $ — §$ 160
Total notional amount . . .. ............. $11,291 $618 $1,933 $664 $2,736  $2,485  $19,727

Foreign Exchange Risk Management

Whenever possible, foreign currency-denominated assets are funded with liability instruments denominated
in the same currency. If a liability denominated in the same currency is not immediately available or desired, a
forward foreign exchange or cross-currency swap contract is used to fully hedge the risk due to cross-currency
funding.

To minimize the earnings and capital impact of translation gains or losses measured on an after-tax basis, the
Corporation uses forward foreign exchange contracts to hedge the exposure created by investments in overseas
branches and subsidiaries.

CREDIT RISK MANAGEMENT

The Corporation has developed policies and procedures to manage the level and composition of risk in its
credit portfolio. The objective of this credit risk management process is to quantify and manage credit risk on a
portfolio basis as well as to reduce the risk of a loss resulting from a customer’s failure to perform according to
the terms of a transaction.

Customer transactions create credit exposure that is reported both on and off the balance sheet. On-balance
sheet credit exposure includes such items as loans. Off-balance sheet credit exposure includes unfunded credit
commitments and other credit-related financial instruments. Credit exposures resulting from derivative financial
instruments are reported both on and off the balance sheet; see pages 31-32 for more details.
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Selected Statistical Information

(Dollars in millions) 1999 1998 1997 1996 1995
At year-end
Loans outstanding . .................... $163,877 $155,398 $159,579 $153,496 $138,478
Nonperforming loans . . ................. 1,053 729 609 536 661
Other, including other real estate owned . . . . . 106 90 61 71 99
Nonperforming assets . . . . . ..o vvvvnnn. ... 1,159 819 670 607 760
Allowance for credit losses .. ............. 2,285 2,271 2,817 2,687 2,422
Nonperforming assets/related assets . ........ 0.71% 0.53% 0.42% 0.40% 0.55%
Allowance for credit losses/loans outstanding . . 1.39 1.46 1.77 1.75 1.75
Allowance for credit losses/nonperforming loans . . . 217 312 463 501 366
For the year
Average loans . ......... ... ... .. $156,855 $154,952 $155,926 $146,094 $130,614
Net charge-offs ............. ... ... .... 1,206 1,498 1,887 1,522 768
Net charge-offs/average loans . .. .......... 0.77% 0.97% 1.21% 1.04% 0.59%

For analytical purposes, the Corporation’s portfolio is divided into commercial, consumer and credit card
segments.

Loan Composition

December 31 (In millions) 1999 1998 1997 1996 1995
Commercial
Domestic
Commercial . ..................... $ 55,661 § 53,362 $ 48,458 $ 44,791 $ 40,587
Real estate
Construction . . .o« vv v v ... 5,836 5,108 4,639 4,387 3,820
Other ........ ... 18,817 17,787 16,545 16,016 15,106
Lease financing . . . ... ..o 8,971 6,236 4,537 4,258 3,335
Foreign ......... ... i 7,067 5,945 5,127 4,160 3,984
Total commercial ........... 96,352 88,438 79,306 73,612 66,832
Consumer
Residential real estate (1) .. ........... 32,313 25,804 28,088 26,941 24,049
Automotive (2) . ... 23,567 20,634 17,998 17,293 15,946
Other ... ... . i 7,608 11,488 11,522 10,795 10,126
Total consumer ............ 63,488 57,926 57,608 55,029 50,121
Creditcard B) ... vi it 4,037 9,034 22,665 24,855 21,525
Total .................... $163,877 $155,398 $159,579 $153,496 $138,478

—~
(N

Includes first mortgages and home equity receivables.
Includes auto lease receivables.

—~
W N
= =

During 1998, the Corporation’s certificated retained interest in credit card securitizations was reclassified to investment securities—available
for sale. At December 31, 1999, and December 31, 1998, the certificated retained interest totaled $19.7 billion and $16.7 billion,
respectively.

Nonperforming Assets

At December 31, 1999, nonperforming assets totaled $1.159 billion, compared with $819 million at year-end
1998 and $670 million at year-end 1997. Of this increase, $329 million, or 97% occurred in the first quarter of
1999 and is attributable to portfolio deterioration in the consumer finance/mortgage, oil- and gas-related and
healthcare industry segments within the commercial portfolio. Since the first quarter of 1999, nonperforming
assets increased by only $11 million. Successful problem loan management and a generally favorable market
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during most of 1999 contributed to the stability of nonperforming assets since the first quarter. Nonperforming
assets at December 31, 1999, included $1.053 billion of nonperforming loans and $106 million of other non-per-
forming assets, including other real estate owned.

Nonaccrual loans at year-end 1999 included $87 million of foreign loans, compared with $41 million of
foreign loans at year-end 1998.

The following table shows a breakout of nonperforming assets for the past five years.

December 31 (Dollars in millions) 1999 1998 1997 1996 1995
Nonaccrual oans . . v v v v v it e e e e e $1,053 §$729 $608 $528 $637
Accrual renegotiated loans ... ... ... — — 1 8 24
Total nonperforming loans (1) . . ............ ... ... .. 1,053 729 609 536 661
Other, including other real estate owned . .. ............. ... .... 106 90 61 71 99
Total noNperforming assets . . .. vv v v v vnn v e neen ... $1,159 $819 $670 $607 $760
Nonperforming assets/related assets . . .. ..o v i 0.71% 0.53% 0.42% 0.40% 0.55%

(1) The amount of interest on nonperforming loans that would have been recorded in 1999 totaled $107 million. Of this amount, $43 million
was actually recorded in 1999.

Charge-offs

Managed net charge-offs increased 16.2% during 1999 to $4.654 billion. Portfolio growth, higher commer-
cial charge-offs and charges related to the early adoption of certain new FFIEC consumer charge-oft guidelines
contributed to the increase. The managed net charge-oft rate increased to 2.13% in 1999 versus 2.00% in 1998.
Excluding the FFIEC-related charges, the net charge-oft rates would have been flat.

The following table shows a breakout of managed net charge-offs by portfolio segment for the past three
years.

Charge-off Rates

(Dollars in millions) 1999 1998 1997
Net Net Net Net Net Net
charge- Average charge-off charge- Average charge-off charge- Average charge-off
offs balance rate offs balance rate offs balance rate
Commercial .......... $ 306 $ 90,182 0.34% $ 222§ 82,118 0.27% $ 87 § 76,636 0.11%
Consumer (1) ......... 558 59,440 0.94 413 57,206 0.72 420 56,410 0.74
Credit card (1)(2) .. .... 3,790 68,980 5.49 3,369 60,532 5.57 3,391 54,872 6.18
Total (1)(2). ... ... .. $4,654  $218,602 2.13% $4,004  $199,856 2.00% $3,898  $187,918 2.07%

(1) Includes $143 million of consumer charge-offs and $183 million of securitized charge-offs taken in the fourth quarter of 1999 related to
the early adoption of certain of the FFIEC’s new consumer charge-off guidelines.
(2) Reported on a managed basis.

Consumer Risk Management

Consumer risk management uses advanced risk assessment tools across each of the consumer lines of business,
including credit cards, loans secured by real estate, automobile loans and leases, and other unsecured loans. With
these tools, product and price offerings are targeted to best match the consumer risk profile.

Management continues to proactively manage the risk/reward relationship of each consumer loan portfolio
segment, such that profitability targets and required rates of return on investment are achieved.
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Consumer and Credit Card Loans

Consumer loans consist of credit card receivables as well as loans secured by residential real estate, automobile
financing, and other forms of secured and unsecured consumer installment credit. Excluding securitized receiv-
ables, the consumer and credit card loan portfolio increased during the year to $67.5 billion at year-end 1999.
Including securitized credit card receivables, the consumer portfolio increased $4.9 billion, or 4%, to
$132.8 billion at December 31, 1999.

December 31 (In millions) 1999 1998 1997 1996 1995
Creditcard (1) ..o it i e $ 4,037 § 9,034 § 22,665 $ 24,855 $21,525
Residential real estate (2) ... ... ... 32,313 25,804 28,088 26,941 24,049
Automotive (3) . . .t 23,567 20,634 17,998 17,293 15,946
Other . ... 7,608 11,488 11,522 10,795 10,126
Total owned . ...t 67,525 66,960 80,273 79,884 71,646
Securitized credit card . . ... ... . 65,319 60,993 37,414 29,303 25,179
Total managed. . .. ... $132,844 $127,953 $117,687 $109,187 $96,825

(1) During 1998, the Corporation’s certificated retained interest in credit card securitizations was reclassified to investment securities—available
for sale. At December 31, 1999, and December 31, 1998, the certificated retained interest totaled $19.7 billion and $16.7 billion,
respectively.

—
N

Includes first mortgages and home equity loans.

(3) Includes auto lease receivables.

Credit quality within the Corporation’s credit card, real estate, automotive and other secured and unsecured
loan portfolios remains stable. The consumer economy continues to show extraordinary strength as the current
economic expansion continues its record run. High consumer confidence has been driven by real wage growth,
low unemployment and favorable financial market performance. If, as anticipated, interest rates move higher in
2000, consumer spending and economic growth could moderate. While current debt service burdens are man-
ageable, successive sustained increases in interest rates will put pressure on consumer segments that continue to
carry historically large levels of debt. Consumer bankruptcies, while down from their peak levels experienced in
1998, remain at historically high thresholds.

Managed Credit Card Receivables

Managed credit card receivables (i.e., those held in the portfolio and those sold to investors through
securitization) were $69.4 billion at December 31, 1999, down slightly from year-end 1998. Average managed
credit card receivables were $69.0 billion for 1999, up 14% from the 1998 figure. The Corporation purchased
the credit card operations of Chevy Chase Bank, FSB, including $4.8 billion of managed credit card loans, on
September 30, 1998.

(Dollars in millions) 1999 1998 1997
Average balances
Credit card Joans . .. oo v i it i e e $ 7,233 $15,628 $22,880
Securitized credit card receivables. . .. ... ... . o 61,747 44,904 31,992
Total average credit card receivables . ....................... $68,980 $60,532 $54,872
Total net charge-offs (including securitizations) . . . . ... oo iiii e v $ 3,790 §$ 3,369 $ 3,391
Net charge-offs/average total receivables (1) . .. ........ ... ... . ..., 5.49%  5.57% 6.18%
Credit card delinquency rate at period-end
30 0r more days . .o v 4.57%  4.47%  4.90%
90 Or MOTE days . o o oo it 2.13% 1.98% 2.11%

(1) Ratios include $183 million of securitized charge-offs taken in the fourth quarter of 1999, related to the early adoption of certain of the
FFIEC’s new consumer charge-oft guidelines.
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The managed credit card charge-off rate of 5.49% in 1999 includes the effect of $183 million of securitized
charge-offs related to the early adoption of certain new FFIEC consumer charge-off guidelines. The 1999 rate
also includes the effect of charge-oft policy conformance changes made in the fourth quarter of 1998. Without
conforming such practices, and excluding the impact of the $183 million of securitized charge-offs, the 1999
charge-oft rate would have been 5.36%, compared with 5.74% in 1998. In addition, 30- and 90-day delinquency
rates at year-end 1999 increased from those of a year ago. While overall credit quality is projected to remain
reasonably stable in 2000, reported net charge-oft rates are anticipated to be on average 50 basis points higher in
2000 than those experienced in 1999, reflecting in part the impact of the adoption of the FFIEC charge-oft
guidelines and the seasoning of the portfolio.

Other Consumer Loans

Other consumer loans, primarily loans secured by real estate as well as auto loans and leases, continued to
exhibit stable credit quality. The composition of the consumer loan portfolio provides broad diversification of
risk from both a product and geographic perspective. Centralized underwriting and sophisticated risk assessment
tools and collection practices contributed to this sound credit performance. Credit quality is anticipated to be
stable in 2000, with net charge-off rates in line with the averages experienced over the past three years, excluding
the one-time $143 million impact related to adoption of the FFIEC guidelines.

(Dollars in millions) 1999 1998 1997
Average balances . . . ... $59,440 $57,206 $56,410
Total net charge-offs . ... ... . . $ 558 § 413 § 420
Net charge-offs/average balances (1) .......... ... ... ... ... 0.94%  0.72%  0.74%

(1) Ratios include $143 million of consumer charge-offs taken in the fourth quarter of 1999, related to the early adoption of certain of the
FFIEC’s new consumer charge-oft guidelines. Excluding these charge-offs, the 1999 rate was 0.70%.

The net charge-off rate for non-credit card consumer loans in 1999 was 0.94%. The increase from prior
periods is due to the $143 million of consumer charge-ofts taken in the fourth quarter of 1999, related to early
adoption of the FFIEC’s new consumer credit guidelines. The consumer charge-off rate, excluding these charge-
ofts, would have been 0.70%. This was down two basis points from the 1998 ratio, reflecting consistent perfor-
mance on a vintage basis.

As growth in consumer credit slows, and as existing loans age into their peak loss experience lifecycle, it is
anticipated that reported net charge-oft rates will increase in future quarters. Adoption of more conservative
charge-oft recognition and loan re-age policies also will contribute to higher credit losses in 2000.

Commercial Risk Management

The commercial risk portfolio includes all domestic and foreign commercial credit exposure. Credit exposure
includes the credit risks associated with both on- and off-balance sheet financial instruments.

In the commercial portfolio, borrowers/transactions are assigned specific risk ratings based upon an estab-
lished underwriting and approval process. Risk ratings are reviewed periodically and revised if needed to reflect
the borrowers/transactions current risk profile. The lower categories of credit risk are equivalent to the four bank
regulatory classifications: Special Mention, Substandard, Doubtful and Loss.

Commercial loans increased 9%, from $88.4 billion at December 31, 1998, to $96.4 billion at December
31, 1999, primarily driven by merger and acquisition financing in the large corporate and middle market seg-
ments. Nonperforming commercial assets increased $340 million, to $1.159 billion at year-end 1999, from
$819 million at December 31, 1998, primarily due to portfolio deterioration in the first quarter of 1999 in the
consumer finance/mortgage, oil and gas-related and healthcare industry segments. Commercial net charge-offs
were $306 million, or 0.34% of average loans, in 1999, compared with $222 million, or 0.27%, in 1998. For
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2000, net charge-offs are expected to increase given the outlook for managed portfolio growth, higher interest
rates and greater market volatility.

Commercial Real Estate Segment

Commercial real estate is the largest product category in the commercial portfolio and consists primarily of
loans secured by real estate, as well as certain loans that are real estate-related. A loan is categorized as real estate-
related when 80% or more of the borrower’s revenues are derived from real estate activities and the loan is not
collateralized by cash or marketable securities. This segment is geographically diversified primarily in the states in
which the Corporation operates.

At December 31, 1999, commercial real estate loans totaled $24.7 billion, or 26% of commercial loans,
compared with $22.9 billion, or 26% of commercial loans, at December 31, 1998. During 1999, net charge-ofts
in the commercial real estate portfolio segment were $1 million, compared with $2 million in 1998. Non-per-
forming commercial real estate assets, including other real estate owned, totaled $413 million, or 1.7% of related
assets, at December 31, 1999, compared with $337 muillion, or 1.5% of related assets, at December 31, 1998.

Industry Concentrations

The Commercial portfolio is diversified. Within the Commercial portfolio, wholesale trade, the largest
segment with its $5.674 billion of outstandings, represents 5.9% of total loans. Only four other segments—oil
and gas, industrial materials, metals and products, and consumer staples—exceeded 3.3% of total commercial
loans.

Industry Concentration
1999 Percent

December 31 (Dollars in millions)

Wholesale trade . .. ..ot e e $5,674 5.9%
Ofl and @as . o oo oo 4,444 4.6
Industrial materials . . .. v e e e e e e 3,806 4.0
Metals and products . ... ..ot 3,486 3.6
COnSUIET SEAPLES . o ottt e e e 3,177 3.3

Allowance for Credit Losses

The allowance for credit losses is maintained at a level that in management’s judgment is adequate to provide
for estimated probable credit losses inherent in various on- and off-balance sheet financial instruments. The
allowance 1s a general reserve available to all lines of business. Reserves are based on an estimate of potential
inherent loss at a point in time and for discrete periods of time. The estimate is derived using a combination of
empirically driven tests and management judgment. Each quarter, reserves are formally estimated by each line of
business and reviewed and modified by Corporate Risk Management.
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Analysis of Allowance for Credit Losses

(In millions) 1999 1998 1997 1996 1995
Balance, beginning of year. . ... ... ... . . $2,271 $2,817 $2,687 $2,422 $2,192
Provision for credit 1osses . . ..o v i e e e 1,249 1,408 1,988 1,716 1,067
Charge-ofts
Commercial
Domestic
Commercial . . .. ... e 325 222 200 174 137
Real Estate
CONStIUCHION & v v v v vttt e et e e e 5 3 3 3 7
Other ... . e 27 25 19 28 41
Lease financing .. ........ it 12 20 12 15 13
Foreign........ .. i 41 52 — 2 1
Total commercial ....................... 410 322 234 222 199
Consumer
Residential real estate . . . . ..o o it i 189 74 52 32 18
AUtOMOtIVE . & v v vt e et et et e e 343 281 311 248 165
Other . ... 203 246 256 209 127
Total consumer . . ........v i, 735 601 619 489 310
Creditcard . . .. ... e 386 1,022 1,544 1,216 616
Total charge-offs . .. .......... ... ... ..... 1,531 1,945 2,397 1,927 1,125
Recoveries
Commercial
Domestic
Commercial . . .. ... e 70 68 97 87 105
Real estate
CONStIUCHION v v v vt vttt et et e et et 6 3 6 10 6
Other . ... e 25 23 29 27 21
Lease financing .. ....... .o, 2 5 3 4 6
Foreign....... ... i 1 1 12 15 9
Total commercial ....................... 104 100 147 143 147
Consumer
Residential real estate . . . . ..o o ittt e 12 11 14 8 9
AUtOMOLIVE . & v v it e et et et e e e 105 113 122 98 70
Other . ... e 60 64 63 55 39
Total consumer . . .. ..ottt 177 188 199 161 118
Creditcard. . . ... oo e 44 159 164 101 92
Total recoveries. . . ..o v it e e 325 447 510 405 357
Net charge-offs. . .. ... ... 1,206 1,498 1,887 1,522 768
Other .. i e (29) (456) 29 71 (69)
Balance, end of year ... ... $2,285 $2271 $2817 $2,687 $2,422

Other reductions in the allowance for credit losses during 1999 primarily represent the allocable credit
reserves associated with completed consumer loan securitization transactions.

As part of the Banc One/FCN Merger integration, the accounting and credit practices associated with the
Credit Card businesses were conformed, including the balance sheet classification of the Corporation’s retained
interest in securitized credit card receivables (seller’s interest), the timing of charge-offs and the appropriate
reserves that should be maintained against remaining credit risk. Conforming these practices in the fourth quarter
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of 1998 resulted in the transfer of $375 million from the allowance for credit losses to a securities valuation
account. As a result, such investment securities (seller’s interest and interest-only strips) are carried at fair value.
The remaining transfer was primarily related to First USA’s contribution of its $1.6 billion private-label credit
card portfolio to a new joint venture formed with GE Capital Corporation. During 1997, an additional
$130 million provision for credit losses was taken as a result of the reclassification of credit card loans and to
conform credit card charge-off policies in conjunction with the First USA acquisition.

Line of business reserve tests are based on empirical analysis of historical delinquency and loss experience for
on- and off-balance sheet loan exposure. They are also based on application of approved charge-oft policies,
recovery policies, actual quarter-end balances/exposures and current portfolio performance trends. A corporate
unallocated (subjective) reserve based on management’s judgment and supported, in part, by portfolio stress
testing is also maintained. Securitized or held-for-sale loans, including credit card receivables, are not subject to
the reserve process.

The allowance for credit losses is intended to be an estimate of inherent losses in an existing portfolio at a
point in time. Management bases its assessment of inherent losses on the expected default rate in the portfolio
over a defined future time horizon and the expected loss rate in the event of default, considering the existence
of collateral where appropriate.

It is Corporate Risk Management’s responsibility to recommend a reserve and provision that results in
adequate coverage of inherent losses within the Corporation’s credit portfolios. Corporate Risk Management’s
assessment is based on:

® Review and acceptance, or modification, of line of business reserve tests that estimate probable losses
inherent in various portfolio segments using empirical methodologies.

® Determination of subjective or unallocated reserves based on management’s judgment of factors not fully
captured in line of business reserve tests.

Allocated Reserves

The Corporation employs several different methodologies for estimating allocated reserves. Methodologies
are determined based upon a number of factors, including type of asset (consumer installment versus commercial
loan), risk measurement parameters (delinquency status and bureau score versus commercial risk rating), and risk
management and collection process (retail collection center versus centrally managed workout units). Reserving
methodologies generally fall into one of the following categories:

® Empirically driven calculated reserves based on expected loss.

® Asset-specific reserves based, in part, on loan-specific analysis of collateral coverage.

For each of the consumer portfolios, including the credit card portfolio, reserves are established based on a
statistical analysis of inherent loss over discrete periods of time. The analysis reviews historical losses, vintage
performance, delinquencies and other risk characteristics of the various consumer products to estimate expected
losses. These factors and the analysis are updated on a quarterly basis.

During the 1999 fourth quarter, the Corporation refined its measurement process for estimating probable
losses for its consumer product portfolio segments. To refine the process, the Corporation evaluated a variety of
factors including recent loss experience in the consumer portfolios, changes in origination sources, portfolio
seasoning and underlying credit practices, including charge-off policies. As a part of this refinement process, the
Corporation adopted certain of the FFIEC’s new consumer charge-oft guidelines, some of which require charge-
offs to be recorded sooner than they would be under the Corporation’s previous standards. The adoption of these
guidelines resulted in net charge-offs of $143 million. As a result of these policy changes and the assessment of
the other relevant factors, management determined that an increased provision of $176 million was required to

28



maintain the reserve at an adequate level to absorb inherent losses. The Corporation does not anticipate that this
one-time recalibration is indicative of ongoing credit provisions or net charge-offs in these consumer product
portfolio segments. The Corporation continues to make periodic assessments of its probable loss measurement
process and, based on current facts and economic conditions, does not believe significant near-term increases to
the provision will be required.

For the commercial portfolio, the Corporation conducts a two-part test. First, significant credits that have a
risk rating equivalent to the bank regulatory classifications of substandard, doubtful and loss are formally reviewed
each quarter, and asset-specific reserves are established as appropriate. Second, inherent losses for the remaining
commercial portfolio are estimated by assigning a specific reserve factor to each risk category of the portfolio
based on a statistical analysis of historical loss experience over a discrete period of time. As the Corporation
continues to gather more refined historical loss statistics for the merged Corporation, it will continue to refine its
process to estimate inherent losses in the commercial portfolio.

Unallocated Reserves

Unallocated reserves are established based on management’s judgment in order to appropriately reflect the
presence of indicators of inherent losses that are not fully reflected in the historical loss information and analysis
used in the development of allocated reserves. The factors considered in establishing the unallocated reserve
include: nonperforming, charge-off, delinquency and portfolio growth and concentration trends; portfolio stress
testing; and the likely impact of known changes in the economy or other events that may affect loss performance.

Portfolio stress testing has been conducted on the commercial portfolio since the first quarter of 1999. These
tests are conducted to estimate a range of expected loss resulting from observed deterioration in certain industry
sectors of the economy and/or the Corporation’s downside macroeconomic forecast.

Corporate Risk Management also uses third party information and analysis to validate internal measures of
credit quality and reserve adequacy. The line of business reserve tests, portfolio stress testing and third party
information and analysis all contribute to the establishment of reference points used in evaluating the adequacy
of the total reserve.

Composition of Allowance for Credit Losses

While the allowance for credit losses is available to absorb credit losses in the entire portfolio, the tables
below present an estimate of the allowance for credit losses allocated by loan type and the percentage of loans in
each category to total loans.

December 31

(Dollars in millions) 1999 1998 1997 1996 1995
Commercial « .ot $ 972 43% $ 834 37% $§ 660 23% § 674 25% $ 788 33%
CONSUMET  + v ottt e e e et e e e et et 486 21 440 19 484 17 345 13 241 10
Credit Card . ..ot 148 6 199 9 813 29 930 35 662 27
Unallocated . ... 679 30 798 35 860 31 738 27 731 30
Total . vt $2,285  100% $2,271  100% $2,817  100% $2,687  100% $2,422  100%
Percentage of loans to total loans
Commercial .. ..ot 59% 57% 50% 48% 48%
CONSUIMIET &« + v vt e ettt e et et et e 39 37 36 36 36
Credit Card ...t 2 6 14 16 16
Total . vt 100% 100% 100% 100% 100%

The increase in the allowance for credit losses in 1999 was a result of portfolio growth, higher net charge-off
rates and increased nonperforming loans. The decrease in unallocated reserves during 1999 is attributed to better
identification of asset-specific and other allocated reserves in the commercial and consumer portfolios that resulted
in reallocations from unallocated to allocated reserves. Credit card reserves declined during 1999 as a result of
the increased level of securitizations. Year-end 1998 reserves were 1.88 times subsequent 1999 net charge-offs,
unchanged from the previous year’s reserve coverage ratio.
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DERIVATIVE FINANCIAL INSTRUMENTS

The Corporation uses a variety of derivative financial instruments in its trading, asset and liability manage-
ment, and corporate investment activities. These instruments include interest rate, currency, equity and commod-
ity swaps, forwards, spot, futures, options, caps, floors, forward rate agreements, and other conditional or ex-
change contracts, and include both exchange-traded and over-the-counter contracts. See Note 20(c), beginning
on page 67, for a discussion of the nature and terms of derivative financial instruments.

Notional Principal or Contractual Amounts of Derivative Financial Instruments

The following tables represent the gross notional principal or contractual amounts of outstanding derivative
financial instruments used in certain activities. These amounts indicate the volume of transaction activity, and
they do not represent the market or credit risk associated with these instruments. In addition, these volumes do
not reflect the netting of offsetting transactions.

Asset and
Liability
December 31, 1999 (In billions) Trading Management  Total
INterest rate CONLIACES .« . o v v v v v v ettt ettt e e e $ 895 $20 $ 915
Foreign exchange CONtracts . . . ..o v oo vttt 106 1 107
Equity contracts . . ... .o o 10 — 10
CommoOdity COMIACES .+ v v v vt v vt e it i e 1 = 1
Total ..o e $1,012 $21 $1,033
December 31, 1998 (In billions)
INtETest TAte CONMLIACES & v v v v v v e vt e e e e i e et e et e et et it e e ene $1,182 $26 $1,208
Foreign exchange CONtracts . . . .o oo oo vttt 251 3 254
Equity contracts . . ... ..o 9 — 9
Commodity CONLraCtS . . . o v vttt ettt 2 — 2
Total . ot e e $1,444 $29 $1,473

Accounting for Derivative Financial Instruments

Derivative financial instruments used in trading activities are valued at estimated fair value. Such instruments
include swaps, forwards, spot, futures, options, caps, floors and forward rate agreements and other conditional or
exchange contracts in the interest rate, foreign exchange, equity and commodity markets. The estimated fair
values are based on quoted market prices or pricing and valuation models on a present value basis using current
market information. Realized and unrealized gains and losses are included in noninterest income as trading
profits. Where appropriate, compensation for credit risk and ongoing servicing is deferred and recorded as
income over the terms of the derivative financial instruments.

Derivative financial instruments used in ALM activities, principally interest rate swaps, are typically classified
as synthetic alterations or anticipatory hedges and are required to meet specific criteria. Such interest rate swaps
are designated as ALM derivatives, and are linked to and adjust the interest rate sensitivity of a specific asset,
liability, firm commitment, or anticipated transaction or a specific pool of transactions with similar risk charac-
teristics. Interest rate swaps that do not meet these and the following criteria are designated as derivatives used in
trading activities and are accounted for at estimated fair value.

Synthetic Alteration—(1) the asset or liability to be converted creates exposure to interest rate risk; (2) the swap
is effective as a synthetic alteration of the balance sheet item; (3) the start date of the swap does not extend
beyond that point in time at which it is believed that modeling systems produce reliable interest rate sensitivity
information; and (4) the related balance sheet item, from trade date to final maturity, has sufficient balances for
alteration.
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Anticipatory Hedge—(1) the transaction to be hedged creates exposure to interest rate risk; (2) the swap acts
to reduce inherent rate risk by moving closer to being insensitive to interest rate changes; (3) the swap is effective
as a hedge of the transaction; (4) the significant characteristics and expected terms of the anticipated transaction
are identified; and (5) it is probable that the anticipated transaction will occur.

Income or expense on most ALM derivatives used to manage interest rate exposure is recorded on an accrual
basis, as an adjustment to the yield of the linked exposures over the periods covered by the contracts. This
matches the income recognition treatment of that exposure, generally assets or liabilities carried at historical cost,
that are recorded on an accrual basis. If an interest rate swap is terminated early or dedesignated as an ALM
derivative, any unrecognized gain or loss at that point in time is deferred and amortized as an adjustment of the
yield on the linked interest rate exposure position over the remaining periods originally covered by the swap. If
all or part of a linked position is terminated, e.g., a linked asset is sold or prepaid, or if the amount of an
anticipated transaction is likely to be less than originally expected, then the related pro rata portion of any
unrecognized gain or loss on the swap is recognized in earnings at that time, and the related pro rata portion of
the swap is subsequently accounted for at estimated fair value.

Purchased option, cap and floor contracts are reported in derivative product assets, and written option, cap
and floor contracts are reported in derivative product liabilities. For other derivative financial instruments, an
unrealized gain is reported in derivative product assets, and an unrealized loss is reported in derivative product
liabilities. However, fair value amounts recognized for derivative financial instruments executed with the same
counterparty under a legally enforceable master netting arrangement are reported on a net basis. Cash flows from
derivative financial instruments are reported net as operating activities.

Income Resulting from Derivative Financial Instruments

The Corporation uses interest rate derivative financial instruments to reduce structural interest rate risk and
the volatility of net interest margin. Net interest margin reflects the effective use of these derivatives. Without
their use, net interest income would have been lower by $181 million in 1999, lower by $78 million in 1998
and lower by $54 million in 1997.

Deferred gains, net of deferred losses, on interest rate swaps terminated early or dedesignated as ALM
derivatives totaled $169 million as of December 31, 1999. This amount will be amortized as an adjustment to
interest income or expense on the linked interest rate exposure position. The net adjustment will be $72 million
in 2000, $51 million in 2001, $28 million in 2002 and $18 million thereafter.

Credit Exposure Resulting from Derivative Financial Instruments

The Corporation maintains risk management policies that monitor and limit exposure to credit risks. For a
further discussion of credit risks, see the “Credit Risk Management” section, beginning on page 21.

Credit exposure from derivative financial instruments arises from the risk of a customer default on the
derivative contract. The amount of loss created by the default is the replacement cost or current fair value of the
defaulted contract. The Corporation utilizes master netting agreements whenever possible to reduce its credit
exposure from customer default. These agreements allow the netting of contracts with unrealized losses against
contracts with unrealized gains to the same customer, in the event of a customer default. The table below shows
the impact of these master netting agreements.

December 31 (In millions) 1999 1998
Gross TePlaCeImEnt COST. « « v v v v vt e e e e e $12,254 § 25,411
Less: Adjustment due to master Netting agreements . . . .. ..o v v v v wuunn s (8,895) (17,692)
Current credit EXPOSUIE .« o v v v v e s e e e e 3,359 7,719
Unrecognized net (gains) losses due to nontrading activity .. ................. 13 (765)
Balance sheet eXposure . . . ..ot $ 3,372 § 6,954




Current credit exposure represents the total loss that the Corporation would have suffered had every
counterparty been in default on those dates. These amounts are adjusted by the unrealized and unrecognized
gains and losses on derivatives used in asset and liability management activities to arrive at the balance sheet
exposure.

LOAN SECURITIZATIONS

The Corporation transforms loans into securities, which are sold to investors, a process referred to as
securitization. The Corporation primarily securitizes credit card receivables, but also securitizes home equity loans
and other consumer assets. In a credit card securitization, a designated pool of credit card receivables is removed
from the balance sheet and a security is sold to investors entitling them to receive specified cash flows during the
life of the security. The Corporation receives (1) fees for servicing the receivables, and (2) net interest revenue,
which includes the contractual interest and fees on the receivables less the interest paid to the investors, net credit
losses and servicing fees.

The Corporation maintains an undivided, pro rata interest in the credit card securitized assets, referred to as
seller’s interest, which is generally equal to the pool of assets included in the securitization less the investors’
portion of those assets. As the amount of the loans in the securitized pool fluctuates due to customer payments,
purchases, cash advances, and credit losses, the amount of the seller’s interest will vary. This seller’s interest is
classified on the balance sheet as investment securities—available for sale.

The following represents the balance sheet impact of the Corporation’s credit card securitizations at
December 31, 1999 (in millions):

Owned credit card 10ans . « « v v v v oot e e e e e $ 4,037
Seller’s interest in credit card loans. . . . ... ... it 19,680
Total credit card loans reflected on balance sheet . .................... 23,717
Securities sold to investors and removed from balance sheet. . ............ 45,639
Managed credit card loans. . ... ... .. L $69,356

At the time the Corporation enters into a securitization, an interest-only strip asset is recognized and the
resulting gain or loss on sale 1s recorded in noninterest income as credit card revenue. The interest-only strip
represents the present value of the net interest revenue related to the securitized loans and is also classified as
investment securities—available for sale. During the revolving period of a credit card securitization, an additional
gain is recognized each month over the life of the transaction as additional receivables are sold. The interest-only
strip is amortized as the securities sold to investors are repaid.

Certain estimates are used in determining the fair value of the interest-only strip, including net interest
revenues, receivable lives and the discount rate. The components of net interest revenues, which are estimated,
include finance charge and fee revenue (excluding interchange income) generated by the securitized loans in
excess of interest paid to investors, related net credit losses and servicing fees. The resulting expected cash flows
are discounted over the lives of the receivables to determine the fair value. Such estimates and assumptions are
subject to change and, accordingly, the Corporation may not recover all of the recorded investment of the
interest-only strips. The receivables in each trust have unique attributes; thus the interest-only strip related to
each trust is evaluated separately. The weighted-average assumptions used to estimate the fair value of interest-
only strips related to credit card securitizations as of December 31, 1999, were as follows:

Net interest revenue (including net credit losses of 6.56% per annum) . . . .. 3.13%
Receivable lives . . . .o oot e 6 months
Discount rate. . . ..o it 10.00%
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Seller’s interest resulting from credit card securitizations is recorded at fair value using a present value
approach; the assumptions are consistent with the valuation of the interest-only strips. At December 31, 1999,
the estimated fair value of seller’s interest and interest-only strips from credit card securitizations were as follows
(in millions):

SEllEr’s INEETESE « & v v v v v e e e et e e e e e e e e $19,766
INtErest-0nly SEIIPS « . v v v vttt et e 689

Credit enhancements associated with credit card securitizations, such as cash collateral or spread accounts,
total $279 million at December 31, 1999, and are classified on the balance sheet as other assets. A servicing asset
or liability is not generally recognized in a credit card securitization since the Corporation receives adequate
compensation relative to current market servicing prices to service the receivables sold. Transaction costs in credit
card securitizations are typically deferred and amortized over the life of the security as a reduction of noninterest
income. Other securitization transaction costs are included in the gain or loss on sale.

The asset values of seller’s interest, interest-only strips and credit enhancements are periodically reviewed for
other-than-temporary impairment.

YEAR 2000 READINESS DISCLOSURE

Throughout 1999, the Corporation executed project plans to assure Year 2000 readiness. These plans in-
cluded verifying the readiness of internal information technology systems and equipment, and working with
external entities, including customers, vendors, utilities and governmental agencies, to verify that they had ap-
propriately addressed Year 2000 readiness issues. Specific business continuity and event plans were designed to
address potential disruption and ensure that the Corporation was positioned to rapidly respond to issues.

The Corporation had estimated total Year 2000 readiness costs to reach $350 million over the life of the
project, and incurred total costs of approximately $343 million.

The Corporation had an uneventful transition to the Year 2000. The Corporation’s systems, equipment and
facilities continued and continue to function normally through the transition and into Year 2000. Normal prod-
ucts and services of the Corporation have been available to customers throughout such time, and the Corporation
experienced no significant impact from the Year 2000 readiness status of external entities. To meet potential Year
2000 contingencies and potential liquidity needs, the Corporation increased the value of loans pledged to the
Federal Reserve for discount window borrowing. See Note 23 on page 70.

On an ongoing basis, the Corporation will continue to monitor its systems, equipment and facilities

throughout 2000 and beyond.
CAPITAL MANAGEMENT

Capital represents the stockholders’ investment on which the Corporation strives to generate attractive
returns. It is the foundation of a cohesive risk management framework and links return with risk. Capital supports
business growth and provides protection to depositors and creditors.

Key capital management objectives are to:

® generate attractive returns to enhance shareholder value;

® maintain a capital base commensurate with overall risk profile;

® maintain strong capital ratios relative to those of peers; and

® meet or exceed all regulatory guidelines.
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In conjunction with the annual financial planning process, a capital plan is established to ensure that the
Corporation and all of its subsidiaries have capital structures consistent with prudent management principles and
regulatory requirements.

Economic Capital

An important aspect of risk management and performance measurement is the ability to evaluate the risk
and return of a business unit, product or customer consistently across all lines of business. The Corporation’s
economic capital framework facilitates this standard measure of risk and return. Business units are assigned capital
consistent with the underlying risks of their product set, customer base and delivery channels. The following
principles are inherent in the capital attribution employed:

® An equal amount of capital is assigned for each measured unit of risk.

® Risk is defined in terms of “unexpected” losses over the life of the exposure, measured at a confidence
interval consistent with that level of capitalization necessary to achieve a targeted AA debt rating. Unex-
pected losses are in excess of those normally incurred and for which reserves are maintained.

® Business units are assessed a uniform charge against allotted capital, representing a target hurdle rate on
equity investments. Returns on capital in excess of the hurdle rate contribute to increases in shareholder
value.

Four forms of risk are measured—credit, market, operational and lease residual. Credit capital is determined
through an analysis of both historical loss experience and market expectations. Market risk capital is set consistent
with exposure limits established by the Corporation’s risk oversight committees. Operational risk capital incor-
porates event and technology risks, as well as the general business risks arising from operating leverage. The
operating risk evaluation process involves an examination of various risk factors that contribute to a greater
likelihood of loss due to business failure, fraud or processing error. Finally, residual risk covers the potential for
losses arising from the disposition of assets returned at the end of lease contracts. This price risk is analyzed based
upon historical loss experiences and market factors, as well as by reviewing event-specific scenarios.

The capital attributions in the “Business Segments” section, beginning on page 3, were developed through
this process.

Selected Capital Ratio Review

The Corporation aims to maintain regulatory capital ratios, including those of the principal banking subsidi-
aries, in excess of the well-capitalized guidelines under federal banking regulations. The Corporation has main-
tained a well-capitalized regulatory position over the past five years. In addition, its principal banking subsidiaries
have met or exceeded the well-capitalized guidelines for the past two years, as shown in Note 13, beginning on
page 55.

The tangible common equity to managed assets ratio is also monitored, with a current target range of

5%—7%. This ratio adds securitized credit card loans to reported total assets and is calculated net of total intangible
assets.
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Selected Capital Ratios

‘Well-Capitalized
Corporate Regulatory

December 31 1999 1998 1997 1996 1995 Targets Guidelines
Risk-based capital ratios (1)
Tier 1. .o 7.7% 7.9% 8.2% 9.5% 9.0% — 6.0%
Total ..o 10.7 113 123 13.6 13.0 — 10.0
Leverage ratio (1)(2) ....... ... . ovun. 7.7 80 78 89 78 3.0
Tangible common equity/tangible managed
ASSELS 4 v e e 57 58 62 69 64 5-7% —
Double leverage ratio (1) . ................ 112 108 107 107 108 <120% —
Dividend payout ratio . . ................. 57 58 61 38 40 35-40% —
Common equity/total assets . . .. ........... 74 78 78 83 76 — —
Stockholders” equity/total assets . ........... 75 79 80 86 79 — —

(1) Includes trust preferred capital securities.
(2) Minimum regulatory guideline is 3.0%.

The components of the Corporation’s regulatory risk-based capital and risk-weighted assets are shown
below:

December 31 (In millions) 1999 1998 1997 1996 1995

Regulatory risk-based capital

Tier 1 capital .. ... $ 20,247 $ 19,495 §$ 17,958 § 19,241 $ 16,862

Tier 2 capital ... ..o 7,967 8,295 9,000 8,196 7,504
Total capital . ....... .. $ 28,214 § 27,790 § 26,958 § 27,437 $ 24,366

Total risk-weighted assets . . .. ... ... $263,169 $244,473 $219,557 $202,213 $186,758

In deriving Tier 1 and total capital, goodwill and other nonqualifying intangible assets are deducted. The
amount of qualifying and nonqualifying intangible assets for the past five years is shown below.

Intangible Assets

December 31 (In millions) 1999 1998 1997 1996 1995
Goodwill . ... $ 934 $1,075 $1,120 $ 920 § 808
Other nonqualifying intangibles . ....................... 669 637 109 61 97
Subtotal . ... ... 1,603 1,712 1,229 981 905
Qualifying intangibles . .. ... .. 583 984 473 278 391
Total intangibles ... ... i $2,186 $2,696 $1,702 $1,259 $1,296
Dividends

The Corporation’s common dividend policy reflects its earnings outlook, desired payout ratios, the need to
maintain an adequate capital level and alternative investment opportunities. The common dividend payout ratio
is targeted in the range of 35%—40% of earnings over time; however, the Corporation expects its near-term
payout ratio to be in the 40%—60% range. On January 18, 2000, the Corporation declared its quarterly common
cash dividend of $0.42 per share, the same as the 1999 dividend rate.

On January 20, 1998, Banc One declared a 10% common stock dividend to shareholders of record on

February 12, 1998. On January 18, 2000, the Corporation announced the discontinuation of the biannual 10%
stock dividend.
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Double Leverage

Double leverage is the extent to which the Corporation’s debt is used to finance investments in subsidiaries.
Currently, double leverage is targeted at no more than 120% at any time. Double leverage was 112% at Decem-
ber 31, 1999, and 108% at December 31, 1998. Trust Preferred Capital Securities of $1.578 billion in 1999 and
$1.003 billion in 1998 were included in capital for purposes of this calculation.

Stock Repurchase Program

On May 18, 1999, the Corporation’s Board of Directors authorized the purchase of up to 65 million shares
of the Corporation’s common stock. As of December 31, 1999, the Corporation had purchased 36.6 million
shares of common stock at an average price of $44.95 per share.

The Corporation’s predecessors, Banc One and FCN, each had stock repurchase programs that were re-
scinded on May 14, 1997, and April 10, 1998, respectively.

Other Capital Activities

In September 1999, a wholly owned consolidated trust subsidiary of the Corporation issued $575 million of
preferred securities, bringing the total issued on behalf of the Corporation to $1.578 billion. These “Trust
Preferred Capital Securities” are tax-advantaged issues that qualify for Tier 1 capital treatment.

On August 10, 1999, the Corporation redeemed all of its outstanding 7%2% Preferred Purchase Units,
totaling $150 million. The redemption price was $25.00 per unit, plus accrued and unpaid interest and contract
fees totaling $0.47 per unit.

On April 16, 1998, the Corporation redeemed all shares of its Series C Convertible Preferred Stock at the
redemption price of $51.05 per share plus the amount of any dividends accrued and unpaid.

During 1999 and 1998, the Corporation strengthened its capital position through the issuance of
$350 million and $500 million of subordinated debt, respectively.

FORWARD-LOOKING STATEMENTS

Certain statements contained in this Annual Report on Form 10-K that are not statements of historical fact
constitute forward-looking statements within the meaning of the Private Securities Litigation Reform Act of
1995 (the “Act”), including, without limitation, the statements specifically identified as forward-looking state-
ments within this document. In addition, certain statements in future filings by the Corporation with the Securi-
ties and Exchange Commission, in press releases, and in oral and written statements made by or with the approval
of the Corporation which are not statements of historical fact constitute forward-looking statements within the
meaning of the Act. Examples of forward-looking statements include, but are not limited to: (i) projections of
revenues, income or loss, earnings or loss per share, the payment or nonpayment of dividends, capital structure
and other financial items; (ii) statements of plans and objectives of the Corporation or its management or Board
of Directors, including those relating to products or services; (iii) statements of future economic performance;
and (iv) statements of assumptions underlying such statements. Words such as “believes”, “anticipates”, “‘ex-
pects”, “intends”, “targeted” and similar expressions are intended to identify forward-looking statements but are
not the exclusive means of identifying such statements.

In particular, this Annual Report on Form 10-K contains forward-looking statements that include but are
not limited to (i) anticipated trends or target results in each line of business, especially pertaining to the targeted
recovery and levels of profitability in the credit card business, (i1) anticipated credit loss trends, especially pertain-
ing to credit card; (iii) the adequacy of the allowance for credit losses; (iv) interest rate risk management; and
(v) the effect of legal proceedings on the Corporation’s consolidated financial position, liquidity or results of
operations.
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Forward-looking statements involve risks and uncertainties that may cause actual results to differ materially
from those in such statements. Factors that could cause actual results to differ from those discussed in the forward-
looking statements include, but are not limited to: (i) local, regional and international economic conditions; (ii)
the effects of and changes in trade, monetary and fiscal policies and laws, including interest rate policies of the
Federal Reserve Board; (iii) inflation, interest rate, market and monetary fluctuations; (iv) the timely development
and acceptance of new products and services and perceived overall value of these products and services by users;
(v) changes in consumer spending, borrowing and saving habits; (vi) technological changes; (vii) acquisitions and
integration of acquired businesses; (viii) the ability to increase market share and control expenses; (ix) changes in
the competitive environment among financial services companies; (x) the effect of changes in laws and regulations
(including laws and regulations concerning taxes, banking, securities and insurance) with which the Corporation
and its subsidiaries must comply; (xi) the effect of changes in accounting policies and practices, as may be adopted
by the regulatory agencies as well as the Financial Accounting Standards Board; (xii) changes in the Corporation’s
organization, compensation and benefit plans; (xiii) the costs and effects of litigation and of unexpected or adverse
outcomes in such litigation; (xiv) costs or difficulties related to the integration of the businesses of Banc One and
FCN being greater than expected; and (xv) the Corporation’s success at managing the risks involved in the
foregoing.

Such forward-looking statements speak only as of the date on which such statements are made. The Corpo-

ration undertakes no obligation to update any forward-looking statement to reflect events or circumstances after
the date on which such statement is made, or to reflect the occurrence of unanticipated events.
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CONSOLIDATED BALANCE SHEET

BANK ONE CORPORATION and Subsidiaries

December 31 (Dollars in millions) 1999 1998
Assets
Cash and due from banks. . . . v oottt e e $ 16,076 $ 19,878
Interest-bearing due from banks .. ...... ... .. . 6,645 4,642
Federal funds sold and securities under resale agreements .. .................... 9,782 9,862
Trading ASSELS « v v v v v vttt e e e 7,952 5,345
Derivative product assets . .. ... i it 3,372 6,954
INVEStMENT SECUTTEIES + v v v v v v v e e e e e e e e e e e e et e et et e e e e 47,912 44,852
Loans (net of unearned income—=$4,075 in 1999 and $3,707 in 1998)
Commercial ...t e e e 96,352 88,438
COMSUIMIET &+ o v v v e e e e e et et e e e et et e e 63,488 57,926
Credit card . .. .ot e e e e e 4,037 9,034
Allowance for credit losses . . . ..t (2,285) (2,271)
Loans, net . ..ot e e e e e 161,592 153,127
Bank premises and equipment, et . . ... .. 3,317 3,340
Customers’ acceptance liability . . ... ovvoiii i 366 333
Other aSSetS © v v v vt et e e e 12,411 13,163
TOtal ASSEES « v v v v v et et e e e e e $269,425 $261,496
Liabilities
Deposits
Demand . . ..ottt $ 31,194 § 39,854
SaVINGS oo 64,435 62,645
TmeE .o e 36,877 36,302
Foreign offices . . . . .o oottt 29,772 22,741
Total deposits . . . v vt e 162,278 161,542
Federal funds purchased and securities under repurchase agreements. . . ............ 18,720 23,164
Other short-term borrowings . . . ... .. .o 21,211 16,937
Long-term debt . ... ... ... 33,857 21,295
Guaranteed preferred beneficial interest in the Corporation’s junior subordinated debt. . 1,578 1,003
Acceptances outstandinng . . . ... 366 333
Derivative product liabilities . . . . ... ..o 3,332 7,147
Other labilities . . . . . oot e e e 7,993 9,515
Total liabilities . . . .. ..o e 249,335 240,936
Stockholders’ Equity
Preferred stock . ..o v it e e e 190 190
Common stock—$0.01 parvalue . ... .. 12 12
Number of common shares (in thousands): 1999 1998
Authorized . . . ... e 2,500,000 2,500,000
Issued . . . oo e 1,182,121 1,179,297
Outstanding . ... 1,147,343 1,177,310
SUIplus . .o 10,799 10,769
Retained €arnings . . . .o oottt ittt e e e 11,037 9,528
Accumulated other adjustments to stockholders” equity . .. ........ ... .. L (263) 239
Deferred COMPENnSation . . ... u v v vttt e e (118) 94)
Treasury stock at cost, 34,778,000 shares in 1999 and 1,987,000 shares in 1998 ... ... (1,567) (84)
Total stockholders’ equity . .. ... ... . it 20,090 20,560
Total liabilities and stockholders’ equity . ......... ..., $269,425 $261,496

The accompanying notes are an integral part of this statement.
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CONSOLIDATED INCOME STATEMENT

BANK ONE CORPORATION and Subsidiaries

For the Year Ended December 31 (In millions, except per share data) 1999 1998 1997
Interest Income
Loans, including fees ... ..... ... ... $13,051 $14,106 $14,790
Bank balances . .. ... . e 233 331 451
Federal funds sold and securities under resale agreements . . ... ............ 445 423 350
Trading assets ... .vv v vttt e 428 367 330
Investment securities—taxable . . . v v i i e e e e 2,796 2,136 1,443
Investment Securities—taX—eXemPL. . . oo vt vt vttt 311 161 181
Total oo e e e 17,294 17,524 17,545
Interest Expense
DIEPOSIES .+ v v e e e e 4,651 4,943 4,991
Federal funds purchased and securities under repurchase agreements . . .. ..... 935 1,090 1,073
Other short-term borrowings . ............. ... ... 942 737 786
Long-term debt . . . ..ttt 1,745 1,407 1,234
Total oo e e 8,273 8,177 8,084
Net Interest Income . . . ....... ... ... . it 9,021 9,347 9,461
Provision for credit 10sSes . . . .o v it e 1,249 1,408 1,988
Net Interest Income After Provision for Credit Losses ............. 7,772 7,939 7,473
Noninterest Income
Trading profits . . . ..o v ittt e 147 141 117
Equity securities @ains. . . ..o oo i vt i e e 415 250 334
Investment SeCUIities GalNS . . . v v v vt ittt it i e 94 155 101
Market-driven revenue . . . ... i i e e 656 546 552
Credit card TEVENUE . . . v vttt et et e et e e e e 3,427 3,276 2,508
Fiduciary and investment management fees . ............. .. .......... 793 807 746
Service charges and cOmMMISSIONS . . . . v oo i vttt e 2,785 2,645 2,391
Fee-based revenue ... ...ttt e 7,005 6,728 5,645
Other INCOIME & v v v it e et e e e et e et e e e e e e e 1,031 797 497
Total oo 8,692 8,071 6,694
Noninterest Expense
Salaries and employee benefits . . . . .. ... 4,271 4,477 4,224
Net occupancy and eqUIPMENt EXPENSE « .« v v v v v v v e vt e et e e 910 845 739
Depreciation and amortization . . .. oo v vt vttt e 697 680 693
Outside service fees and Processing . . . ..o v v v vt vttt 1,743 1,349 1,145
Marketing and development . ... ... ... . . 1,188 1,024 837
Communication and transSportation . . . . ..o v v v v vttt e 829 781 711
Merger-related and restructuring charges ... ...... ... . . 554 1,062 337
Other . vt 1,298 1,327 1,054
Total oo e 11,490 11,545 9,740
Income Before Income Taxes .. ... .........ciuuiiininennennnn. 4,974 4,465 4,427
Applicable INCOME tAXES . . o v v vttt et e e 1,495 1,357 1,467
Net Income .. ... i i e e e e $ 3,479 $ 3,108 § 2960
Net Income Attributable to Common Stockholders’ Equity . ........ $ 3,467 §$ 3,094 $ 2,921
Earnings Per Share
Basic ... $ 297 § 265 § 248
Diluted . . . ... . $ 295 § 261 § 243

The accompanying notes are an integral part of this statement.
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ONSOLIDATED STATEMENT OF STOCKHOLDERS UITY
C S S *E

BANK ONE CORPORATION and Subsidiaries

Accumulated
Other
Adjustments to Total
Preferred Common Retained  Stockholders’ Deferred Treasury Stockholders’
(In millions) Stock Stock Surplus Earnings Equity Compensation  Stock Equity
Balance—December 31, 1996 .......... $651 $12 $10,030 $ 9,373 $ 88 $ (94) $ (553) $19,507
Netincome .........uii .. 2,960 2,960
Change in fair value, investment securities—
available for sale, net of taxes. .. ......... 122 122
Translation gain(loss), net of taxes .. ........ (O] (1)
Net income and changes in accumulated other
adjustments to stockholders’ equity . ...... 3,081
Cash dividends declared
On common stock ... ... (769) (769)
On preferred stock ... .............. (12) (12)
On common stock by pooled affiliates . . . (568) (568)
On preferred stock by pooled affiliates . . . (27) 27)
Conversion of preferred stock . ... ......... (225) (67) 292 —
Redemption of preferred stock . ........... (100) (100)
Issuance of stock . ....... ... ... .. ...... 56 )] 77 129
Acquisition of subsidiaries . . . ........ .. ... 51 487 538
Conversion of stock appreciation rights to stock
OPHIONS &+ v v vttt 10 10
Purchase of common stock . . ............. (2,752) (2,752)
Cancellation of shares held in treasury . ...... (442) 442 —
10% common stock dividend at fair market
VAE « « v e e e e 2,890  (2,890) —
Awards granted, net of forfeitures and
AMOTtIZAtion . ..o v v v i i i i (14) (14)
o 56 29) 27
Balance—December 31, 1997 .......... 326 12 12,584 8,063 209 (137) (2,007) 19,050
Netincome .. vv vt in it it et et 3,108 3,108
Change in fair value, investment securities—
available for sale, net of taxes. .. ......... 15 15
Translation gain(loss), net of taxes . ......... 15 15
Net income and changes in accumulated other
adjustments to stockholders’ equity . ... ... 3,138
Cash dividends declared
On commonstock .. ..o, (1,228) (1,228)
On preferred stock . ... ...t (5) (5)
On common stock by pooled affiliates . . . (401) (401)
On preferred stock by pooled affiliates . . . 9) )
Conversion of preferred stock . ... ......... (136) 136 —
Issuance of stock .. ........ . (189) 430 241
Acquisition of subsidiaries . .. ............. 2 2
Purchase of common stock . . ............. (375) (375)
Cancellation of shares held in treasury . ...... (1,866) 1,866 —
Awards granted, net of forfeitures and
AMOTrtIZAtion . ..o v v v i i 29 29
Other ...t 104 14 118
Balance—December 31, 1998 .......... 190 12 10,769 9,528 239 94) (84) 20,560
Netincome . .......oiuiiiinnnenn. . 3,479 3,479
Change in fair value, investment securities—
available for sale, net of taxes. . .......... (489) (489)
Translation gain(loss), net of taxes .. ........ 13) (13)
Net income and changes in accumulated other
adjustments to stockholders’ equity . ...... 2,977
Cash dividends declared
On common stock .. ....... ... . ... (1,958) (1,958)
On preferred stock .. ............... (12) 12)
Issuance of stock . ... vvii i (14) 175 161
Purchase of common stock . . ... ... ... (1,677) (1,677)
Awards granted, net of forfeitures and
AMOTtIZAtION . . v v vt v i i i (24) (24)
Other ... 44 19 63
Balance—December 31, 1999 .......... $190 $12 $10,799  $11,037 $(263) $(118) $(1,567) $20,090

The accompanying notes are an integral part of this statement.
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CONSOLIDATED STATEMENT OF CASH FLOwS

BANK ONE CORPORATION and Subsidiaries

For the Year (In millions) 1999 1998 1997
Cash Flows from Operating Activities:
Nt INCOIIE + vttt e e e et et e e e e e e e e e e e $ 3,479 $ 3,108 § 2,960
Adjustments to reconcile net income to net cash provided by operating activities:
Provision for credit IoSSES . . v v v v v vt e e e e e 1,249 1,408 1,988
Depreciation and amoOrtization . . . . .« v vttt i e e 697 680 693
Equity securities Gains . . . ..o oo e (415) (250) (334)
InVestment SeCUTIties GAINS . . o v v v v vttt vt et e it e e e e (94) (155) (101)
Net (increase) decrease in trading assets . ... ..o vt vttt (292) (180) 67
Net (increase) decrease in net derivative product assets . ... ... .......ouuuieiuennnennnn (233) 187 246
Gain on sale of banks and branch offices .. ... ... . . (348) (343) (60)
Net (increase) decrease in Other aSSets . . v v v vttt e e et et e e e e 245 (2,290) (1,901)
Net increase (decrease) in other Habilities . . . ..ot (830) (35) 934
Merger-related and restructuring charges .. ...... .ttt e 276 1,026 337
Other noncash adjustments . . . .. ... .t (100) 1,516 306
Net cash provided by operating activities . . . . . . oo v vttt ettt e 3,634 4,672 5,135
Cash Flows from Investing Activities:
Net (increase) decrease in federal funds sold and securities under resale agreements ... .............. 80 (695) (4,252)
Securities— available for sale:
PUICRASES .« o e e (56,564) (27,077)  (24,479)
MALUTIEIES .« o o ot et e e e et et e e e e e e 16,150 7,336 5,109
SAIES + o v e e 38,361 18,543 22,006
Securities— held to maturity:
PUICRases . . o v ot — — (503)
MAtUTIEIES . o o ot e e e e e e e e e e e e e e e e e _ 104 582
Credit card receivables securitized . . . . . oottt e 7,279 10,323 7,365
Net (increase) in Loans . . . . v v v vttt e e (21,377)  (20,831)  (14,413)
Loan reCOVETIES . . o v vt ettt e e e e e e e e e e 325 447 510
Additions to bank premises and eqUIPIMENt . . ..o vt e (593) (824) (633)
Net cash and cash equivalents due to mergers, acquisitions and dispositions . ..................... (1,669) (2,337) 128
All other InVesting aCtiVItIES, NET . . . v v v vt v vttt ettt et ettt e i e e 41 (4,854) (486)
Net cash (used in) INVesting aCtVILIES . . . oo v v it e et e et i e e (17,967)  (19,865) (9,066)
Cash Flows from Financing Activities:
Net increase N dePOSIS « . v v vt v vttt st et e e e e e 3,907 10,548 8,705
Net increase (decrease) in federal funds purchased and securities under repurchase agreements . ........ (4,444) 2,819 (1,319)
Net increase (decrease) in other short-term borrowings. ... ........ ... i, 4,274 3,992 (234)
Proceeds from issuance of long-term debt .. ... ... L 28,736 19,062 23,208
Repayment of long-term debt ... ... .. (16,245)  (18,062)  (17,767)
Cash divIdends paid . . . o .o v et (2,420)  (1,322)  (1,380)
Proceeds from issuance of trust preferred capital securities . . . ... ..ot 575 — 247
Proceeds from issuance of common and treasury stock ... ... ... i 61 161 27
Purchase of treasury stock .. ... (1,647) (375) (2,789)
Payment for redemption of preferred stock . ... ... .. . — — (100)
All other financing activities, NET. . . . v vt vttt it et i e e (238) (€] (2,554)
Net cash provided by financing activities . . . .. ..ottt e 12,559 16,819 6,044
Effect of Exchange Rate Changes on Cash and Cash Equivalents ....................... (25) 604 92)
Net Increase (Decrease) in Cash and Cash Equivalents . . .............................. 1,799) 2,230 2,021
Cash and Cash Equivalents at Beginning of Year ...................... ... ... ........ 24,520 22,290 20,269
Cash and Cash Equivalents at End of Year ................ ... ... .. ... .. i $ 22,721 $ 24,520 $ 22,290
Other Cash-Flow Disclosures:
Interest paid. . . oottt e $ 8,082 § 8,281 § 8,077
State and federal income taxes paid ... ... . 704 680 842

The accompanying notes are an integral part of this statement.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

BANK ONE CORPORATION and Subsidiaries

NOTE 1—Summary of Significant Accounting Policies

Consolidated financial statements of the Corporation have been prepared in conformity with generally ac-
cepted accounting principles. Management is required to make estimates and assumptions that affect the amounts
reported in the financial statements and accompanying notes that could differ from actual results. Certain prior-
year financial statement information has been reclassified to conform with the current year’s financial statement
presentation. Consolidated financial statements for all periods presented have been restated to include the results
of operations, financial position and changes in cash flows for each acquisition accounted for as a pooling of
interests. Adjustments have been made to conform accounting policies upon integration of each acquired entity.

(a) Principles of Consolidation

The Corporation’s consolidated financial statements include all accounts of the Corporation (the “Parent
Company”’) and all significant majority-owned subsidiaries. All significant intercompany accounts and transactions
have been eliminated.

(b) Trading Activities

Trading assets and liabilities are carried at fair value. Realized and unrealized gains and losses related to
trading activities are included in noninterest income as trading profits.

Trading profits include interest rate, exchange rate, equity price and commodity price trading results from
both cash and derivative financial instruments.

(c) Investment Securities

Debt and equity investment securities classified as available for sale are carried at fair value. Fair value for
venture capital investments that are publicly traded is estimated using quoted market prices adjusted for market
liquidity and sale restrictions. Fair value for venture capital investments that are not publicly traded is estimated
based on the investees’ financial results, conditions and prospects, values of comparable public companies, market
liquidity and sales restrictions. Unrealized and realized gains and losses related to venture capital investments and
realized gains and losses, including other than temporary impairments, on other available-for-sale equity securities
are included in noninterest income as equity securities gains. Unrealized gains and losses, net of taxes, on all other
available-for-sale securities are included in accumulated other adjustments to stockholders’ equity. Realized gains
and losses, including other than temporary impairments, on held-to-maturity and available-for-sale investment
debt securities are included in investment securities gains. The specific identification method is used to calculate
realized gains or losses.

Debt securities classified as held to maturity are carried at cost. The interest method is used to amortize
premiums or accrete discounts.

(d) Loans

Loans typically are carried at cost. Unearned income includes deferred loan origination fees reduced by loan
origination costs. Loans held for sale are carried at the lower of cost or fair value. Unrealized losses from loans
held for sale and realized gains or losses resulting from loan sales typically are included in other income.

Loan origination and commitment fees typically are deferred and amortized over the life of the related loan.

Loan origination fees and costs on credit card and other revolving loans are typically deferred and amortized into
interest income using a straight-line method over one year. Other credit-related fees, such as syndication man-
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agement fees, commercial letter of credit fees, and fees on unused, available lines of credit, are recorded as service
charges and commissions as earned.

Loans, including lease financing receivables, are considered nonperforming when placed on nonaccrual sta-
tus, or when renegotiated at terms that represent an economic concession to the borrower. Nonperforming loans
are generally identified as impaired loans.

Management places a commercial loan on nonaccrual status when the collection of contractual principal or
interest is deemed doubtful or it becomes 90 days or more past due and is not well-secured and in the process of
collection. Accrued but uncollected interest is reversed and charged against interest income. Subsequently, the
commercial loan is accounted for on a cash basis. Cash payments received are recognized either as interest income
or as a reduction of principal when collection of principal is doubtful. A commercial loan is returned to accrual
status only when all of the principal and interest amounts contractually due are reasonably assured of repayment
within a reasonable time frame and when the borrower has demonstrated payment performance. Subsequently,
the commercial loan is accounted for on an accrual basis.

A charge-oft on a commercial loan is recorded in the reporting period in which either an event occurs that
confirms the existence of a loss or it is determined that a loan or a portion of a loan is uncollectible.

Consumer loans are typically charged oft rather than placed on nonaccrual status. The timing and amount
of the charge-off will depend on the type of consumer loan, giving consideration to available collateral. A credit
card loan is charged off after it becomes approximately 180 days past due or earlier in the event of bankruptcy
notification. Other consumer loans have delinquency periods ranging from approximately 120180 days past due
prior to charge-offs being recorded. In certain circumstances, charge-offs are recorded only after the Corporation
obtains control of the underlying collateral, which could exceed 180 days. Accrued but uncollected interest and
fee revenue on a consumer loan generally is reversed against interest income and fee income when the loan is

charged off.

In February 1999, the FFIEC published a revised policy statement on the classification of consumer loans.
The revised policy establishes uniform guidelines for the charge-off of loans to delinquent, bankrupt and deceased
borrowers, for charge-off of fraudulent accounts and for re-aging, extending, deferring or rewriting delinquent
accounts. In December 1999, the Corporation changed its charge-off policy for bankruptcy and fraudulent
account charge-offs, as well as delinquent account charge-offs for certain portfolios.

Specifically, unless the Corporation can clearly demonstrate and document that repayment on an account in
bankruptcy s likely to occur, an account in bankruptcy is now charged oft within 60 days of receipt of notifica-
tion of filing from the bankruptcy court. Fraudulent loans are now charged off within 90 days of discovery, rather
than 150 days, which was the Corporation’s policy prior to December 1999. Closed-end consumer loans such as
auto loans and leases, and home mortgage loans, are typically charged-oft upon reaching four months or 120
cumulative days contractually past due.

The Corporation plans to adopt the remaining provisions of the revised policy by the fourth quarter of 2000,
as required by the FFIEC. The eftect of adopting the remaining policy revisions is currently under review.

Interest income typically accrues on a consumer loan until it is charged off. The amount of accrued interest
income is reversed and charged against interest income at the time of charge-off. Real estate mortgages and home
equity loans are exceptions to this process. Interest income reversals on these loans occur after such loans become
90 days or more past due.

An economic concession on a renegotiated loan may represent forgiveness of principal and/or interest or a
below-market interest rate offered to the borrower to maximize recovery of the loan. Generally, this occurs
when the borrower’s cash flow is insufficient to service the loan under its original terms. Subject to the above
nonaccrual policy, interest on these loans is accrued at the reduced rates.
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(e) Allowance for Credit Losses



If a foreign installation’s functional currency is its local currency, then its local currency financial statements
are translated into U.S. dollars. Translation adjustments, related hedging results and applicable income taxes are
included in accumulated other adjustments to stockholders’ equity.

() Income Taxes

Deferred tax assets and liabilities are determined based on temporary differences between financial reporting
and tax basis of assets and liabilities and are measured using the enacted tax rates and laws that will be in effect
when the differences are expected to reverse. The effect on deferred tax assets and liabilities of a change in rates
is recognized as income or expense in the period that includes the enactment date.

(m) Cash Flow Reporting

The Corporation uses the indirect method, which reports cash flows from operating activities by adjusting
net income to reconcile to net cash flows from operating activities. Cash and cash equivalents consist of cash and
due from banks, whether interest-bearing or not. Net reporting of cash transactions has been used when the
balance sheet items consist predominantly of maturities of three months or less, or where otherwise permitted.
Other items are reported on a gross basis.

(n) Stock-Based Compensation

In accordance with the Statement of Financial Accounting Standards (“SFAS”) No. 123, “Accounting for
Stock-Based Compensation,” there are no charges to earnings associated with stock options granted or with the
Employee Stock Purchase Plan offered by the Corporation. Compensation expense related to restricted stock
awards is recorded over the period the shares remain restricted. Information on the Corporation’s stock-based
compensation plans and disclosure of the pro forma effect of applying the fair value method contained in SFAS
No. 123 is included in Note 17, beginning on page 61.

(0) New Accounting Pronouncements

In June 1998, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 133, “Accounting for
Derivative Instruments and Hedging Activities.” This Statement establishes new accounting and reporting stan-
dards for derivative instruments and hedging activities. It requires that an entity recognize all derivatives as either
assets or liabilities on the balance sheet and measure those derivatives at fair value. The accounting for the gains
or losses resulting from changes in the value of those derivatives will depend on the intended use of the derivative
and whether it qualifies for hedge accounting. This Statement will significantly change the accounting treatment
for interest rate and foreign exchange derivatives the Corporation uses in its asset and liability management
activities. The transition adjustments resulting from adopting this Statement will be reported in net income or
accumulated other adjustments to stockholders’ equity, as appropriate, as the effect of a change in accounting
principle and presented in a manner similar to the cumulative effect of a change in accounting principle. The
Corporation was originally to adopt this Statement on January 1, 2000. In June 1999, the FASB issued SFAS
No. 137, “Accounting for Derivative Instruments and Hedging Activities—Deferral of the Effective Date of
FASB Statement No. 133.” SFAS No. 137 is an amendment of SFAS No. 133 that delays the effective date of
this Statement to fiscal years beginning after June 15, 2000 (calendar year 2001 for the Corporation). The
Corporation and a large number of other derivative users had requested such a delay, primarily due to a number
of key interpretative issues that have not been resolved, as well as Year 2000 systems considerations. Although
considerable progress has been made in preparing for this Statement, interpretative guidance continues to be
issued by the FASB that significantly affects certain hedging activities. In December 1999, the FASB announced
that consideration was being given to a limited-scope project that might result in either an amendment of SFAS
No. 133 or modifications in previous FASB conclusions. As a result, the Corporation is developing and imple-
menting strategies to adopt the Statement for those hedging activities for which no further FASB interpretative
guidance is expected. For all other hedging activities, contingency plans are being developed and FASB actions
are being closely monitored for indications of final rulings. At this point, the Corporation is in the process of
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estimating the effect, if any, that the adoption of this new standard will have on the Corporation’s financial
position or results of operations.

NOTE 2—Earnings Per Share

In 1997, the Corporation adopted SFAS No. 128, “Earnings Per Share.” The Statement replaces primary
earnings per share (“EPS”) with earnings per common share (“Basic EPS”). Basic EPS is computed by dividing
income available to common stockholders by the average number of common shares outstanding for the period.

The Statement also requires presentation of EPS assuming dilution. The diluted EPS calculation includes
shares that could be issued under outstanding stock options and the employee stock purchase plans, and common
shares that would result from the conversion of convertible preferred stock and convertible debentures. In the
diluted calculation, net income is not reduced by dividends related to convertible preferred stock, since such
dividends would not be paid if the preferred stock were converted to common stock. In addition, interest on
convertible debentures (net of tax) i1s added to net income, since this interest would not be paid if the debentures
were converted to common stock.

(In millions, except per share data) 1999 1998 1997
Basic:
Nt INCOIMIE « + v v v vt e it et et et et e et e et e e e e e e $3,479 $3,108 $2,960
Preferred stock dividends . .. ... ... . . (12) (14) (39)
Net income attributable to common stockholders’ equity . .............. $3,467 $3,094 $2,921
Diluted:
Net INCOME . o v vt e e e e e e e $3,479 $3,108 $2,960
Interest on convertible debentures, net of tax . . .. ... ... ... . ... 6 7 7
Preferred stock dividends excluding dividends on convertible preferred stock . (12) (12) (19)
Diluted income available to common stockholders .. .................. $3,473 $3,103 $2,948
Average shares outstanding . . . ... ... 1,168 1,170 1,176
Dilutive shares:
Stock OPLIONS . oo e 6 12 17
Convertible preferred stock . ... ..o — 1 14
Convertible debentures. . . . ... ... i e 4 4 4
Employee stock purchase plans .. ........ ... i — 2 2
Average shares outstanding, assuming full dilution . . ................... 1,178 1,189 1,213
Earnings per share:
BasiC . v v e e $ 297 $ 265 $ 248
Diluted . .. oo e e e $295 $261 $ 243

NOTE 3—Banc One/FCN Merger

On October 2, 1998, Banc One and FCN were each merged into the Corporation, at that time a wholly
owned subsidiary of Banc One formed in 1998 to effect the Merger. Each share of Banc One common stock
was converted into one share of the Corporation’s common stock. Each share of FCN common stock was
converted into the right to receive 1.62 shares of the Corporation’s common stock. In aggregate, 291 million
shares of FCN were converted into 471 million shares of the Corporation’s common stock. Each share of
preferred stock of FCN outstanding immediately prior to the Merger was converted into one share of a series of
corresponding preferred stock of the Corporation with substantially the same terms. The transaction was ac-
counted for as a pooling of interests.
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Previously reported financial information for Banc One and FCN is shown in the table below.

(In millions) 1997
Revenue
Banc One . ..o e e e e e e e e e $13,219
FOIN L e e e e 10,098
Net Income
Banc Omne . . oo e e e e e e $ 1,306
FCON L e e e e 1,525

To conform with consistent methods of accounting, reclassifications of certain revenue and expense items
were made. In addition, the accounting treatment for the postretirement transition obligation identified with the
implementation of SFAS No. 106, “Employers’ Accounting for Postretirement Benefits Other Than Pensions,”
has been conformed.

NOTE 4—Acquisitions

On September 30, 1998, the Corporation purchased the credit card operation of Chevy Chase Bank, FSB.
The portfolio included $4.8 billion in managed credit card loans and 2.8 million Visa® and Master Card® credit
card accounts. At the purchase date, a credit card account premium of $291 million was recognized on the
balance sheet and is being amortized over seven years using the straight-line method.

On June 12, 1998, the Corporation completed its acquisition of First Commerce Corporation (“First Com-
merce”’) located in New Orleans, Louisiana, resulting in the issuance of approximately 56 million shares of the
Corporation’s common stock valued at $3.5 billion for all the outstanding shares of First Commerce common
stock, in a tax-free exchange. Each share of First Commerce common stock was exchanged for 1.408 shares of
the Corporation’s common stock. First Commerce was a multi-bank holding company with total assets of
approximately $9.3 billion and stockholders’ equity of approximately $805 million at June 12, 1998. The acqui-
sition was accounted for as a pooling of interests.

NOTE 5—Merger-Related and Restructuring Charges

a) Fourth Quarter 1999 Restructuring Charge

Restructuring costs recorded in the fourth quarter of 1999 totaled $207 million ($141 million after-tax) or
12 cents per share. The following table provides detail on restructuring charges recorded.

(In millions) 1999 Expense
Personnel-related COStS « v v v v vt e e e e e e e $143
Fixed asset Write-0f1S . . . ot v vt e e e e e e e 24
Contractual obligations. . . . . .. .o 40
$207

Personnel-related items consist primarily of severance and benefits costs for separated employees and execu-
tives due to delayering and management realignment. The net reduction in full-time equivalent positions is
anticipated to approximate 5,100. Other charges include identified asset write-offs and the termination costs
associated with lease and other vendor contracts.

b) Banc One/FCN Merger

The Corporation has incurred net restructuring charges and merger-related costs of approximately $1.25
billion ($837 million after-tax) as of December 31, 1999, in connection with the Merger. Merger-related costs

47



totaled $515 million ($347 million after-tax), or 29 cents per share, for the full year of 1999. Gains on the
required Indiana banking center divestitures totaled approximately $249 million in the first quarter of 1999.
Merger-related and restructuring costs recorded in the fourth quarter of 1998 totaled $984 million, consisting of
a restructuring charge of $636 million and merger-related costs of $348 million.

In 1999 merger-related costs of $515 million included $337 million related to the accounting consequences
of changes in business practices. Of this total, $196 million resulted from the fourth-quarter 1998 modification,
in light of the Merger, of a contractual relationship to purchase credit card accounts. Previously capitalized costs
under this account-sourcing agreement were amortized over a one-year period. Beginning in the fourth quarter
of 1998, these costs were expensed as incurred. Merger-related costs also included $250 million of business and
systems integration costs. These charges are partially offset by the reversal in the third quarter of 1999 of $42
million in initially established severance accruals. The reserve release was based on higher than anticipated staff
attrition in certain business units. In addition, a reversal of $30 million of initially established reserves related to
certain asset dispositions was recorded in the fourth quarter of 1999. The reserves were released based on decision
changes regarding asset usage and negotiations of more favorable contract termination fees.

Personnel-related items consisted primarily of severance and benefits costs for separated employees, and costs
associated with the “change in control” provisions included in certain of the Corporation’s stock plans. Facilities
and equipment costs include the net cost associated with the closing and divestiture of identified banking facilities,
and the consolidation of headquarters and operational facilities. Other merger-related transaction costs included
investment banking fees, registration and listing fees, and various accounting, legal and other related transaction
costs.

The following table provides details on restructuring charges recorded in connection with the Merger.

Reserve 1999 1999 Reserve

Restructuring  Initial Balance Amount Amount Balance

(In millions) Charges Reserve 12/31/98 Utilized Released 12/31/99
Personnel-related ... .................. $421 $421 $307 $192 $42 $73
Facilities and equipment . ............... 135 135 30 — 30 —_
Other transaction costs . . . ... ........... 80 — — — = =
Total oo $636 $556  $337  $192  $72  $73

c) First Commerce Acquisition

In connection with the First Commerce acquisition, the Corporation identified restructuring and merger
integration charges of $182 million ($127 million after-tax), of which $127 million was recorded as a restructur-
ing charge, $44 million represented integration costs and $11 million was associated with Year 2000 compliance.
The restructuring charge of $127 million relating to the First Commerce acquisition consisted of employee
benefits and severance costs as well as identified occupancy, equipment and transaction costs.

The following table provides details on merger-related and restructuring charges recorded in 1999 in con-
nection with the First Commerce acquisition.

1998 Reserve Balance 1999

(In millions) Initial Reserve December 31, 1998 Amount Utilized
Personnel-related .. ........ .. ... $ 77 $10 $10
Facilities and equipment . .. ................. 32 19 19
Other . ... . e 18 3 3
Total restructuring charges . . ............. $127 $32 $32

This reserve was fully utilized at December 31, 1999.
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d) First USA Acquisition

On June 27, 1997, Banc One completed its acquisition of First USA. In connection with the First USA
acquisition, the Corporation recognized second quarter 1997 merger-related costs and restructuring charges of
$371 million ($261 million after-tax), or 21 cents per share, of which $241 million was recorded as a separate
component of noninterest expense and $130 million was recorded as additional provision for credit losses.

The restructuring charge associated with the First USA acquisition totaled $241 million and consisted of
employee benefits, severance and stock option vesting costs; professional services costs; premiums to redeem
preferred securities of a subsidiary trust; asset-related write-downs and other merger-related costs.

The $130 million additional provision for credit losses primarily reflects the reclassification of $2 billion of
credit card loans previously classified as held for sale to the loan and lease portfolio in connection with the effort
to consolidate the Banc One and First USA credit card master trusts, as well as an additional provision to conform
credit card charge-oft policies.

This reserve had been fully utilized at December 31, 1998.

NOTE 6—Operating Segments

See the following “Business Segments” sections for additional disclosure regarding the Corporation’s oper-
ating segments:

®  “Highlights” on page 3.
®  “Business Segment Management” on page 3.

®  Tables included in the “Business Segments™ section beginning with “Commercial Banking” through
“Corporate/Unallocated”” on pages 4-8 and the “Line of Business Reorganization” table on page 9.

Operating segments disclosures are presented for 1999 and 1998. Due to the Banc One/FCN Merger,
segment results for prior years are not available. The information presented is consistent with the content of
operating segments data provided to the Corporation’s executive management. The Corporation’s executive
management currently does not use product group revenues to assess consolidated results. Aside from investment
management and insurance products, product offerings are tailored to specific customer segments. As a result,
the aggregation of product revenues and related profit measures across lines of business is not available.

Aside from the United States, no single country or geographic region generates a significant portion of the

Corporation’s revenues or assets. In addition, there are no single customer concentrations of revenue or profit-

ability.
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NOTE 7—Investment Securities

The amortized cost and estimated fair value of available-for-sale securities and the related unrealized gains
and losses were as follows:

Investment Securities—Available for Sale

Gross Unrealized Gross Unrealized Fair Value

December 31, 1999 (In millions) Amortized Cost Gains Losses (Book Value)
US. Treasury . .« vvvoiiie e $ 2,569 $ 1 $101 $ 2,469
U.S. government agencies . ............. 12,919 3 412 12,510
States and political subdivisions . . . ... ..... 1,599 20 38 1,581
Retained interests in securitized receivables . . 20,507 279 193 20,593
Other debt securities . . ................ 7,473 5 172 7,306
Equity securities (1)(2) .. ............. .. 3,238 281 66 3,453
Total ....... ... $48,305 $589 $982 $47,912

Investment Securities—Available for Sale

Gross Unrealized Gross Unrealized Fair Value

December 31, 1998 (In millions) Amortized Cost Gains Losses (Book Value)
US. Treasury . ..o oo i i i $ 4,496 $ 66 $ 12 $ 4,550
U.S. government agencies . ............. 10,469 108 18 10,559
States and political subdivisions . . .. ... .... 1,980 84 — 2,064
Retained interests in securitized receivables . . 17,544 201 375 17,370
Other debt securities .. .. .......ovvvn.. 8,174 72 75 8,171
Equity securities (1)(2) . ... ...t 2,094 115 71 2,138
Total ... . $44,757 $646 $551 $44,852

(1) The fair values of certain securities for which market quotations were not available were estimated. In addition, the fair values of certain
securities reflect liquidity and other market-related factors.
(2) Includes investments accounted for at fair value, in keeping with specialized industry practice.

The maturity distribution of debt investment securities is shown below. The distribution of mortgage-backed
securities and collateralized mortgage obligations is based on average expected maturities. Actual maturities might
differ because issuers may have the right to call or prepay obligations.

December 31, 1999 (In millions) Amortized Cost  Fair Value
Dueinone year or less . ... oo vttt $24,506 $24,568
Due after one year through five years . .. ... ... i 10,722 10,553
Due after five years through ten years . . . ... ... i 3,576 3,392
Due after ten years . .. ..ot 6,263 5,946

Total oot $45,067 $44,459

During 1999, the Corporation transferred $2.3 billion of securities from available for sale to trading assets,
resulting in a loss of $4 million. This transfer was for capital management purposes, and reflects the Corporation’s
intent to sell these assets in the short-term.

In connection with the Banc One/FCN Merger, a $656 million transfer was made in 1998 to reclassify debt
investment securities from held to maturity to available for sale to maintain an interest rate risk position that
existed prior to the business combination.

During 1998, the Corporation reclassified $9.5 billion from loans and $468 million from other assets to
investment securities—available for sale. The amounts transferred represent the Corporation’s retained interest in
its securitized credit card receivables.

50



NOTE 8—Loans

December 31 (In millions) 1999 1998
Commercial
Domestic
Commercial . .o vt e e $ 55,661 $ 53,362
Real estate
(1o 01§ Tox » Lo o KA 5,836 5,108
Other ..o e e e 18,817 17,787
Lease financing . . . ..o v vttt it e 8,971 6,236
Foreign . ..o v 7,067 5,945
Total commercial . ........ .. 96,352 88,438
Consumer
Residential real estate . . v v v v it e e 32,313 25,804
AULOINOtIVE & v v v it et et e e e e e e e e e e e 23,567 20,634
Other .. e 7,608 11,488
Total CONSUMET . & . vt ittt et et et e e e e 63,488 57,926
Credit card . .. oo e e e 4,037 9,034
Total loans . . ...ttt e 163,877 155,398
Less: Allowance for creditlosses . ... ... ..., 2,285 2,271
Total 1oans, Net . . .o vt it et e $161,592  $153,127

Loans held for sale totaled $3.0 billion at December 31, 1999, and $5.4 billion at December 31, 1998.

The Corporation’s primary goal in managing credit risk is to minimize the impact of default by an individual
borrower or group of borrowers. As a result, the Corporation strives to maintain a loan portfolio that is diverse
in terms of loan type, industry, borrower and geographic concentrations. As of December 31, 1999 and 1998,
there were no significant loan concentrations with any single borrower, industry or geographic segment.

The Corporation’s impaired loan information is outlined in the tables below. A loan is considered impaired
when it is probable that all principal and interest amounts due will not be collected in accordance with the loan’s
contractual terms. Certain loans, such as loans carried at the lower of cost or fair value or small-balance homoge-
neous loans (e.g., credit card and installment credit) are exempt from impairment determinations for disclosure
purposes. Impairment is recognized to the extent that the recorded investment of an impaired loan or pool of
loans exceeds its value either based on the loan’s underlying collateral or the calculated present value of projected
cash flows discounted at the contractual interest rate. Loans having a significant recorded investment are measured
on an individual basis, while loans not having a significant recorded investment are grouped and measured on a
pool basis.

December 31 (In millions) 1999 %
Impaired loans with related allowance . ........... ... .. ... . . . . . . . i $1,026 $471
Impaired loans with no related allowance (1) ........... ... .. . . . . . ... 27 258

Total impaired loans. . . .. ... e $1,053 $729
Allowance on impaired loans (2) . ... ...t $ 246 $112

(1) Impaired loans for which the discounted cash flows, collateral value or market price equals or exceeds the carrying value of the loan do
not require an allowance under SFAS No. 114.

(2) The allowance for impaired loans is included in the Corporation’s overall allowance for credit losses.

1999 1998 1997

(In millions)
Average balance of impaired loans . . . ... ... $972  $638  $534
Interest income recognized on impaired loans. . . ....... ... ... o oL 46 38 29



NOTE 9—Allowance for Credit Losses

Changes in the allowance for credit losses for the three years ended December 31, 1999, were as follows:

(In millions) 1999 1998 1997
Balance, beginning of year .. ..., .. .. $2,271  $2817 §$ 2,687
Additions (deductions)
Charge-offs . ... (1,531) (1,945) (2,397)
Recoveries . . .. .. e 325 447 510
Net charge-offs . . .. ... (1,206) (1,498) (1,887)
Provision for credit 10sSes . « . v v v vt i e e e 1,249 1,408 1,988
Other .t (29) (456) 29
Balance, end of year . . . .. .. $2,285 $2271 §$2817

The composition of the 1999 and 1998 other adjustments to the allowance for credit losses is addressed in
the two paragraphs immediately following the table titled ““Analysis of Allowance for Credit Losses,” beginning
on page 27.

NOTE 10—Long-Term Debt

Long-term debt consists of borrowings having an original maturity of greater than one year. Original issue
discount and deferred issuance costs are amortized into interest expense over the terms of the related notes. Long-
term debt at December 31, 1999 and 1998, was as follows:
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Effective

(Dollars in millions) Rate (1) 1999 1998

Parent Company

Subordinated debt
9% notes due 1999 . . . i i e e —%$ — $ 200
978% notes due 2000 . ..t e 10.07 100 100
9%% notes due 2001 . .. .o e e e e 9.20 5 5
9%4% notes due 2001 . .. e 9.27 100 100
10%4% notes due 2001 . ... oo e 10.31 100 100
11%% notes due 2001 . ..ot i it 9.26 99 96
7Va% notes due 2002 (2) .o oo vt 7.34 348 347
876% notes due 2002 . .. e e 7.40 104 100
8Mo% notes due 2002, . . .o e e e 7.19 205 200
8V4% notes due 2002 . ..t e 7.04 104 100
8.74% notes due 2003 (2) . . ..ot 8.74 170 170
7%% notes due 2003 . .. e e e e 7.67 200 200
676% notes due 2003 . ... e e 6.90 200 200
Floating rate notes due 2003 (3) ... ... ..t 6.38 150 150
7Y% debentures due 2004 . .. ... .. e 7.27 200 200
Floating rate notes due 2005 (3) . ... ...t 6.43 96 96
7% notes due 2005 . . i e e e e 7.06 297 297
618% notes due 2006 . .. i 6.23 149 150
7% notes due 2006 . . . v v e e e e e e 7.06 149 149
7% notes due 2007 . v e e e 7.16 199 199
7%0% notes due 2007 (2) .. ... 8.67 398 397
6% notes due 2000 . . .t e 6.26 349 —
63%% notes due 2009 . ... e e e e e 6.36 200 198
978% notes due 2009 (2) . . v vttt 9.96 53 53
10% notes due 2010 & . o v v i i e e e 10.06 198 198
9%0% notes due 2010 . . . oot 9.91 143 142
7%% preferred purchase units due 2023 .. ... ... ... — — 150
7%% notes due 2025 (2) . o v i e 9.39 294 294
7%% notes due 2026 (2) . . ... 8.36 492 491
8% notes due 2027 (2) v i it e 9.24 490 490
978% equity commitment notes due 1999 . .............. ... ..., — — 200
Convertible debentures 1234% Series A . .. v v i i ittt i e 12.75 19 23
Convertible debentures 1234% Series B . ... ... oot it 12.75 46 49

Senior debt
Medium-term NOES « « & v o v v e i et et et e et e et e e e e 6.31 14,445 8,152
Other vt e — 9 1

Total Parent Company .. ........uuuiiiiunnnnnennnn. .. 20,111 13,997

Subsidiaries
Bank notes, various rates and maturities . . .. ..t 6.27 11,279 4,883
Subordinated 7%% notes due 2002 . ... ... e 7.87 148 149
Subordinated 6%4% notes due 2003 . ... ... ... ..o . 6.25 200 200
Subordinated 6%%-7.65% notes due 2003 . .. ... .. 6.81-7.78 452 452
Subordinated 6% notes due 2005 . . . . . i e 6.28 148 148
Subordinated 6% % notes due 2008 . ... ... .. e 6.30 496 496
Subordinated 8%4% notes due 2024 . ... ... . ..o 7.72 254 250
Capitalized lease and others, at various rates and maturities. . . .. ...... various 769 720

Total subsidiaries . . . . ... it e 13,746 7,298

Total long-term debt. . .. ... ...

$33,857 $21,295

The effective rate includes amortization of premium or discount. Interest rate swap agreements have been entered into that have altered

the stated interest rate for certain of the borrowings to variable interest rates. The effective rates include the impact of these swap

agreements at December 31, 1999. The terms to maturity of the swaps are equal to those of the altered borrowings.

The notes are not subject to redemption and impose certain limitations relating to funded debt, liens and the sale or issuance of capital

stock of significant bank subsidiaries.

The floating rate notes due in 2003 have an interest rate priced at the greater of 4%4% or the three-month LIBOR plus %%. The floating

rate notes due in 2005 have an interest rate of the greater of 5%4% or the three-month LIBOR rate plus ¥4%.
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Aggregate annual repayments of long-term debt at December 31, 1999:

(In millions) _Total
2000 . et e e e e e $ 8,753
2000 e e e e 8,441
200 e e e 5,167
20003 e e e e 1,868
2004 . e e e e 3,490
T hereafter . . ottt e e e e e e e e 6,138

Total . .o e $33,857

NOTE 11—Guaranteed Preferred Beneficial Interest in the Corporation’s Junior Subordinated Debt

The $1.578 billion of Guaranteed Preferred Beneficial Interest in the Corporation’s Junior Subordinated
Debt (“Trust Preferred Capital Securities”) represents the net proceeds from the issuance of preferred capital
securities by First Chicago NBD Institutional Capital A (the “Series A Trust”), First Chicago NBD Institutional
Capital B (the “Series B Trust”), First Chicago NBD Capital I (the “Series I Trust”), First USA Capital Trust I
(the “First USA Trust”) and BANK ONE Capital I (the “Bank One Trust”). Each of the trusts is a statutory
business trust organized for the sole purpose of issuing capital securities and investing the proceeds thereof in
junior subordinated debentures of the Corporation (“Junior Subordinated Debt”). The preferred capital securities
represent preferred individual beneficial interests in the respective trusts and are subject to mandatory redemption
upon repayment of the Junior Subordinated Debt. The common securities of each trust are owned by the
Corporation. The Corporation’s obligations under the Junior Subordinated Debt and other relevant agreements,
in aggregate, constitute a full and unconditional guarantee by the Corporation of each respective trust’s obliga-
tions under the preferred securities issued by such trust.

The Series A Trust issued $500 million in aggregate liquidation amount of 7.95% preferred capital securities
on December 1, 1996. The sole asset of the Series A Trust is $515 million principal amount of 7.95% Junior
Subordinated Debt that will mature on December 1, 2026, and is redeemable prior to maturity at the option of
the Corporation on or after December 1, 2006.

The Series B Trust issued $250 million in aggregate liquidation amount of 7.75% preferred capital securities
on December 1, 1996. The sole asset of the Series B Trust is $258 million principal amount of 7.75% Junior
Subordinated Debt that will mature on December 1, 2026, and is redeemable prior to maturity at the option of
the Corporation on or after December 1, 2006.

The Series I Trust issued $250 million in aggregate liquidation amount of floating rate preferred capital
securities in January 1997. The sole asset of the Series I Trust is $258 million principal amount of floating rate
Junior Subordinated Debt of the Corporation, bearing interest at an annual rate equal to three-month LIBOR
plus 0.55% that will mature on February 1, 2027, and is redeemable at the option of the Corporation on or after
February 1, 2007.

The Bank One Trust issued $575 million in aggregate liquidation amount of 8.00% preferred capital securi-
ties on September 20, 1999. The sole asset of Bank One Trust is $593 million principal amount of 8.00% Junior
Subordinated Debt that will mature on September 15, 2029, and is redeemable prior to maturity at the option
of the Corporation on or after September 20, 2004.

The First USA Trust issued $200 million in aggregate liquidation amount of 9.33% preferred capital securi-
ties on December 20, 1996. The sole asset of the First USA Trust was $200 million principal amount of 9.33%
Junior Subordinated Debt. In June 1997, the Corporation paid a premium of $36 million to redeem $193 million
of those securities.

The Trust Preferred Capital Securities are tax-advantaged issues and qualify as Tier 1 capital. Distributions
on these securities are included in interest expense on long-term debt.
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NOTE 12—Stock Dividends, Preferred Stock and Convertible Preferred Stock

On January 18, 2000, the Corporation announced the discontinuation of the biannual 10% stock dividend.

On January 20, 1998, the Corporation declared a 10% common stock dividend to Banc One shareholders
of record on February 12, 1998. Accordingly, all common stock share data have been adjusted to include the
effect of that dividend.

The Corporation is authorized to issue 50,000,000 shares of preferred stock with a par value of $0.01 per
share. The Board of Directors is authorized to fix the particular designations, preferences, rights, qualifications
and restrictions for each series of preferred stock issued. All preferred shares rank prior to common shares, both
as to dividends and liquidation, but have no general voting rights. The dividend rate on each of the cumulative
adjustable rate series is based on stated value and adjusted quarterly, based on a formula that considers the interest
rates for selected short- and long-term U.S. Treasury securities prevailing at the time the rate is set.

Issued and Carrying Amount
Stated Outstanding December 31 December 31 (In millions)
Value 1999 1998 1999 1998
Preferred Stock
Series B . ............. $100 1,191,000 1,191,000 $119 $119
Series C . ............. 100 713,800 713,800 71 71

The minimum, maximum and current dividend rates for individual series of preferred stock are presented in

the following table.
Stated

Shares Value Per Annual Dividend Rate Redemption
December 31, 1999 Outstanding Share Maximum Minimum Current Price (1)
Cumulative Adjustable Rate (2)
Series B......... ... ot 1,191,000  $100.00 12.0% 6.0% 6.0%  $100.00
Series C.. oo v ii i 713,800 100.00 12.5 6.5 6.5 100.00

(1)  Plus accrued and unpaid dividends.
(2) Currently redeemable.

On April 16, 1998, the Corporation redeemed all of the shares of its Series C Convertible Preferred stock at
the redemption price of $51.05 per share plus the amount of any dividends accrued and unpaid.

NOTE 13—Dividends and Capital Restrictions

The Corporation’s national bank subsidiaries are subject to two statutory limitations on their ability to pay
dividends. Under the first, dividends cannot exceed the level of undivided profits. In addition, a national bank
cannot declare a dividend, without regulatory approval, in an amount in excess of its net income for the current
year combined with the combined net profits for the preceding two years. State bank subsidiaries may also be
subject to limitations on dividend payments. The amount of dividends available from certain nonbank subsidiaries
that are subject to dividend restrictions is regulated by the governing agencies to which they report.

Based on these statutory requirements, the bank affiliates could, in the aggregate, have declared additional
dividends of up to approximately $2.5 billion without regulatory approval at January 1, 2000. The payment of
dividends by any bank may also be affected by other factors, such as the maintenance of adequate capital.

The bank affiliates are subject to various regulatory capital requirements that may require them to maintain
minimum ratios of total and Tier 1 capital to risk-weighted assets and of Tier 1 capital to average assets. Failure
to meet minimum capital requirements results in certain actions by bank regulators that could have a direct
material effect on the bank affiliates’ financial statements. As of December 31, 1999, management believed that
each of the bank affiliates met all capital adequacy requirements to which it is subject and is correctly categorized
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as well-capitalized under the regulatory framework for prompt corrective action. There are no conditions or

events since that categorization that management believes have changed the institution’s category. For more

information, see the “Supervision and Regulation” section, beginning on page 88.

The actual and required capital amounts and ratios for the Corporation and its principal banking subsidiaries

are presented in the following two tables.

To Be Categorized

Actual Adequately Capitalized

Capital Capital Capital Capital
At December 31, 1999 (Dollars in millions) Amount Ratio Amount Ratio
Risk-adjusted capital (to risk-weighted assets):
The Corporation (consolidated) . ................... $28,214 10.7%  $21,054 8.0%
Bank One, N.A. (Chicago) (1) . ... ..ot 8,892 11.5 6,196 8.0
Bank One, N.A. (Columbus) . . .................... 3,207 10.1 2,551 8.0
Bank One, Texas, N.A. . ... i i e 2,972 11.0 2,153 8.0
Bank One, Michigan (2) .. ......... . .. 2,403 11.2 1,713 8.0
Bank One, Arizona, N A. ... ... i 2,763 11.0 2,017 8.0
First USA Bank, NLA. ... .. 2,493 18.3 1,088 8.0
Tier 1 capital (to risk-weighted assets):
The Corporation (consolidated) .. .................. $20,247 7.7%  $10,527 4.0%
Bank One, N.A. (Chicago) (1) ... ... 5,697 7.4 3,098 4.0
Bank One, N.A. (Columbus) . . ....... ..ot 2,157 6.8 1,276 4.0
Bank One, Texas, N.A. ... ... 1,928 7.2 1,077 4.0
Bank One, Michigan (2) .. ..., 1,612 7.5 856 4.0
Bank One, Arizona, N A. ... ... . . i 1,881 7.5 1,009 4.0
First USA Bank, NLA. .. ... 2,201 16.2 544 4.0
Tier 1 leverage (to average assets):
The Corporation (consolidated) . ................... $20,247 7.7% $ 7,911 3.0%
Bank One, NLA. (Chicago) (1) . .. oo oot 5,697 6.3 3,630 4.0
Bank One, NLA. (Columbus) . . . ... vvi i 2,157 6.6 1,306 4.0
Bank One, Texas, NLA. ... i i i e 1,928 6.6 1,173 4.0
Bank One, Michigan (2) . ......... ... 1,612 7.0 927 4.0
Bank One, Arizona, NLA. ... ... i 1,881 8.4 898 4.0
First USA Bank, N.A. ... .. 2,201 12.0 737 4.0

(1) Formerly The First National Bank of Chicago.
(2) Formerly NBD Bank (Michigan).
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To Be Categorized

Actual Adequately Capitalized

Capital Capital Capital Capital
At December 31, 1998 (Dollars in millions) Amount Ratio Amount Ratio
Risk-adjusted capital (to risk-weighted assets):
The Corporation (consolidated) . . ................... $27,790 11.3%  $19,558 8.0%
Bank One, N.A. (Chicago) (1) . ........ it 7,113 10.5 5,418 8.0
Bank One, N.A. (Columbus) . ..................... 2,766 10.8 2,057 8.0
Bank One, Texas, NLA. . ... i 2,476 10.9 1,820 8.0
Bank One, Michigan (2). . ......... ... i, 2,397 10.8 1,774 8.0
Bank One, Arizona, NLA. ... ... ... 2,273 10.7 1,695 8.0
First USA Bank, NLA. (3) . o oo 3,457 17.7 1,559 8.0
Tier 1 capital (to risk-weighted assets):
The Corporation (consolidated) . . .. ................. $19,495 7.9% $ 9,779 4.0%
Bank One, NLA. (Chicago) (1) ... v vt 4,821 7.1 2,709 4.0
Bank One, NLA. (Columbus) . ..................... 1,840 7.2 1,028 4.0
Bank One, Texas, N A, .. .o it i e e 1,601 7.0 910 4.0
Bank One, Michigan (2). . ......... .. ... .. it 1,549 7.0 887 4.0
Bank One, Arizona, NLA. ... i i i e 1,408 6.6 847 4.0
First USA Bank, NLA. (3) . oo oo 2,909 14.9 780 4.0
Tier 1 leverage (to average assets):
The Corporation (consolidated) . . . .................. $19,495 8.0% § 7,246 3.0%
Bank One, N.A. (Chicago) (1) .. ... 4,821 7.3 2,632 4.0
Bank One, N.A. (Columbus) ...................... 1,840 7.2 1,029 4.0
Bank One, Texas, N.A. ... ... i e 1,601 6.5 989 4.0
Bank One, Michigan (2). ...t 1,549 7.1 870 4.0
Bank One, Arizona, NLA. .. ... i i 1,408 7.8 723 4.0
First USA Bank, N.A. (3) . oo oo oo 2,909 16.3 716 4.0

(1) Formerly The First National Bank of Chicago.
(2) Formerly NBD Bank (Michigan).
(3) Restated to show effect of the September 17, 1999, merger with FCC National Bank.

Federal banking law restricts each bank subsidiary from extending credit to the Corporation in excess of 10%
of the subsidiary’s capital stock and surplus, as defined. Any such extensions of credit are subject to strict collateral
requirements.

NOTE 14—Supplemental Disclosures for Statement of Cash Flows

During 1999, the Corporation transferred $2.3 billion of asset-backed securities and variable corporate cou-
pons from available for sale to trading assets. This transfer was for capital management purposes, and reflects the
Corporation’s intent to sell these assets in the short term.

In connection with the Banc One/FCN Merger, a $656 million transfer was made in 1998 to reclassify debt
investment securities from held to maturity to available for sale. A similar transter of $3.6 billion was made in
1997 in connection with the First USA acquisition. The reclassifications were made to maintain an interest rate
risk position that existed prior to each business combination.

During 1998, the Corporation reclassified $9.5 billion from loans, and $468 million from other assets, to
investment securities—available for sale. The amounts transterred represent the Corporation’s retained interests
in its securitized credit card receivables.

Loans transferred to other real estate owned totaled $113 million, $239 million and $169 million in 1999,
1998 and 1997, respectively.

In 1997 the Corporation issued common stock in purchase transactions with a market value of $538 million.
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In 1997, $154 million of the Corporation’s Cumulative Convertible Preferred Stock, Series B, was con-
verted into common stock.

NOTE 15—Supplemental Disclosures for Accumulated Other Adjustments to Stockholders’ Equity

1999 1998 1997

(In millions)
Accumulated Other Adjustments to Stockholders’ Equity
Fair value adjustment on investment securities—available for sale

Balance, beginning of period . . ... ... $ 218 §$203 § 81
Change in fair value, net of taxes of $(180) in 1999, $72 in 1998, $101 in 1997... (391) 120 188
Reclassification adjustment, net of taxes of $(56) in 1999, $(57) in 1998, $(35) in
1007 (98) (105) (66)
Balance, end of period. . . . ... (271) 218 203
Accumulated translation adjustment
Balance, beginning of period . .. ... 21 6 7
Translation gain(loss), net of taXes. . . . v v v vt vttt e 13) 15 1)
Balance, end of period. . . . . ... 8 21 6
Total accumulated other adjustments to stockholders’” equity . ................... $(263) $239 $209

NOTE 16—Employee Benefits

(a) Pension Plans
The Corporation had various noncontributory pension plans during 1999 covering substantially all salaried

employees. Effective December 31, 1999, all noncontributory pension plans were combined into one plan.

The table below sets forth the Corporation’s qualified plans’ change in benefit obligation, change in plan
assets and funded status.

(In millions) 1999 1998
Change in benefit obligation

Benefit obligation, January 1 .. .. ... $2,380 $2,277
SEIVICE COSt « o v v vt et e e e 116 127
INEEreSt COSL . o v vttt ittt e 165 163
Actuarial 10Ss (ZAIN) . o v v e (259) 42
Plan change . . . ..o 109 (14)
CUurtallment .« . v vt e e (12)

Benefits paid . . ..o (249) (215)
Benefit obligation, December 31 . ... ... .. 2,250 2,380
Change in plan assets

Fair value of plan assets, January 1 ... ... 3,393 3,194
Actual return on plan assets . . . .. e 254 398
Corporation contribUtion . . ... ..ottt 2 16
Benefits paid . .. oo (249) (215)
Fair value of plan assets, December 31 ... .. ... 3,400 3,393
Funded status . . ... ... ..ttt e e 1,150 1,013
Unrecognized net actuarial 1oss (gain) . . . ..o v vttt (655)  (435)
Unrecognized Prior SEIVICE COSE. . v v v v v v v v vttt et e e e e et e e e e e e 32 (83)
Unrecognized net transition aSSELS . . v v v v v v v v vt vttt s e s e e e e e (21) (34)
Prepaid pension costs, December 31 ... ... .. $ 506 §$ 461




Plan assets do not include any shares of the Corporation’s common stock at December 31, 1999, while
1.0 million shares were included at December 31, 1998, with a fair value of approximately $53 million.

The table below sets forth net periodic pension cost for 1999, 1998 and 1997 for the Corporation’s qualified
and nonqualified pension plans.

(In millions) 1999 1998 1997
Service cost—benefits earned during the period . . .. ........ .. ... ... ... $ 123 $ 135 $ 110
Interest cost on benefit obligation . . . .. ... ... .. . 175 172 185
Expected return on plan assets . . ... ... (293) (271) (249)
Amortization of Prior SEIVICE COS. . v v v v v vt vttt sttt e e e i e 1) 2 9
Recognized actuarial (gain)loss . . . .. ..ottt 1) 1 1
Amortization Of transition aSSELS « . . v v v v v vttt e (13) (13) (13)
Curtaillment @ain. . . ... .ottt (13) — —
Net periodic pension cost (Credit) . . ..o vttt $(23) §$ 22 $ 43

The accrued pension cost for the Corporation’s nonqualified supplemental pension plans was $90 million in
1999 and $92 million in 1998. Such plans are unfunded.

The table below sets forth the assumptions used in determining the Corporation’s benefit obligation and net
periodic pension cost for both qualified and nonqualified supplemental pension plans.

1999 1998 1997
Actuarial assumptions:
Weighted-average discount rate for benefit obligation. ............ 8.00%  7.00%  7.00%—7.25%
Weighted-average rate of compensation Increase . ............... 5.00% 5.00% 5.00%-5.25%
Expected long-term rate of return on plan assets . ............... 9.50% 9.50%  8.00%-9.50%

(b) Postretirement Benefits Other Than Pensions

The Corporation sponsors postretirement life insurance plans and provides health care benefits for certain
retirees and grandfathered employees when they retire. The postretirement life insurance benefit is noncontribu-
tory, while the health care benefits are contributory.
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The table below sets forth the Corporation’s postretirement benefit plans’ change in benefit obligation and
funded status at December 31, 1999 and 1998. There are no plan assets.

(In millions) 1999 1998
Change in benefit obligation

Benefit obligation, January 1 .. .. ... $ 190 $ 239
SeIVICE COSt « v vttt e 1 6
INEErest COSE . o v vttt et 13 17
Actuarial 1oss (ZaIN) . . . oottt e (21) 7
Benefits paid .. .. ... (19) (18)
Plan change . . . .. ..o — 61)
Benefit obligation, December 31 . ... ... .. 164 190
Change in plan assets

Fair value of plan assets, January 1 ... ... . it — —
Employer contribution . ...... ... e 19 18
Benefits paid . ... ... (19) (18)
Fair value of plan assets, December 31 ... ... . . . . . — —
Funded status . .......... ... . (164) (190)
Unrecognized net actuarial loss (gain) . . . ... ..o 17) 6
Unrecognized Prior SEIVICE COSE .+« v v v v v v e e v e e e e e e e e e e ettt e e 47) (59)
Accrued postretirement benefit costs, December 31 .. ... ... ... .. . $(228)  $(243)

Net periodic cost for postretirement health care and life insurance benefits during 1999, 1998 and 1997
include the following:

(In millions) 1999 1998 1997
Service cost—benefits earned during the period . ........... ... ... . ... ... 1 $6 $ 6
Interest cost on accumulated postretirement benefit obligation . . .. ............ 13 17 17
Recognized actuarial (gain) . .. ...... ..ttt — — )
AmOrtization Of Prior SEIVICE COSLS .« v v v v v v v v v vttt e et e et e e e e e e e e as (12)
Adjustment fOr aCqUISILIONS + + + + v v v v v v e e 2 — —
Curtailment @ain . . . ..ottt e - — (6
Net periodic postretirement benefit cost . . . ... ..o v it $ 4 $23 $16

The weighted-average discount rate used in determining the accumulated postretirement benefit obligation
was 8.00% at December 31, 1999, and 7.00% at December 31, 1998.

For measurement purposes, an annual rate of increase ranging from 5.50%—6.00% was assumed for 1999 in
the cost of covered health care benefits; this range was assumed to decrease gradually to as low as 5.00%—5.50%
in the years 2000 and 2001 and thereafter. These assumptions have a significant effect on the amounts reported.
Accordingly, the table below sets forth the effect of a 1.00% change in the assumed health-care-cost trend rates.

(In millions) 1% increase 1% decrease

Effect on 1999 service and interest cOst COMPONENES + . . v v v v v v v v v e e e e nn s $ 0.8 $(0.7)
Effect on December 31, 1999, accumulated postretirement benefit obligation . . . . . . $11.0 $(9.6)
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(c) 401(k) Plans

The Corporation sponsors various 401(k) plans that cover substantially all of its employees. Up until 2000,
the Corporation was required to make contributions to the plans in varying amounts. The expense related to
these plans was $81 million in 1999, $89 million in 1998 and $78 million in 1997. Effective December 31, 1999,
all new contributions will be made to one Corporation-sponsored 401(k) plan, thereby establishing uniform
contribution requirements for the entire Corporation.

NOTE 17—Stock-Based Compensation

The Corporation utilizes several types of stock-based awards as part of its overall compensation program. In
addition, the Corporation provides employees the opportunity to purchase its shares through various employee
stock purchase plans. The Corporation’s stock-based compensation plans provide for the granting of awards to
purchase or receive common shares and include limits as to the aggregate number of shares available for grants
and the total number of shares available for grants of stock awards in any one year. The compensation cost that
has been charged against income for the Corporation’s stock-based compensation plans was $38 million for 1999,
$52 million for 1998 and $71 million for 1997. As a result of the 1999 fourth-quarter restructuring plan, $4
million was recorded as a restructuring charge related to the immediate vesting of restricted shares for certain
executives. In 1998, $113 million was recorded as a restructuring charge related to the immediate vesting of
certain restricted and performance shares resulting from the respective changes in control at FCN and First
Commerce. See Note 1(n) on page 45 for the Corporation’s accounting policies relating to stock-based
compensation.

(a) Performance Shares

Prior to the Merger, the Corporation provided performance-based stock awards for certain of its senior
managers. The level of performance shares eventually distributed depends on the achievement of specific perfor-
mance criteria that are set at the grant date. The ultimate expense attributable to these shares is based on the
market value of the shares distributed at the end of the defined performance period. The expense associated with
such awards is recognized over the defined performance period. As a result of the respective changes in control
of FCN and First Commerce, all performance share awards originally granted by these entities immediately vested
at the time of the respective changes of control, and the maximum performance standards were deemed to have
been achieved.

(b) Restricted Shares

Restricted shares granted to key officers of the Corporation require them either to continue employment
for a stated number of years from the grant date before restrictions on the shares are released. The market value
of the restricted shares as of the date of grant is amortized to compensation expense ratably over the period the
shares remain restricted. Holders of restricted stock receive dividends and have the right to vote the shares. As a
result of the respective changes in control at FCN and First Commerce in 1998, substantially all outstanding
restricted stock issued at these entities vested immediately at the time of the respective changes in control.

(c) Stock Options

The Corporation’s stock option plans generally provide that the exercise price of any stock option may not
be less than the fair market value of the common stock on the date of grant.

There are a number of stock option plans, and they have distinct provisions. Awards generally vest over a
period of two to four years. Options are not exercisable for at least one year from the date of grant and have a
maximum term of eight to 20 years. Some option plans include the right to receive additional options if certain
criteria are met. The vesting period for such additional options is six months. As a result of the change in control
at FCN and First Commerce in 1998, all outstanding stock options issued at these entities vested and became
exercisable immediately at the time of the respective changes in control.
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The following tables summarize stock option activity for 1999, 1998 and 1997, respectively, and provide
details of stock options outstanding at December 31, 1999, for the Corporation:

1999 1998 1997
Wtd.. Avg. Wtd_‘ Avg. Wtd_‘ Avg.
(Shares in Thousands) Shares Exercise Price Shares  Exercise Price Shares Exercise Price
Outstanding at January 1.......... 38,247 $34.34 40,798 $26.60 45,001 $18.91
Granted . . . ....... ... .. ... 15,556 50.35 8,896 54.79 12,251 40.40
Exercised..................... (6,473) 24.34 (9,902) 20.29 (15,242) 14.84
Forfeited . . ................... (2,700) 36.56 (1,545) 37.77 (1,212) 29.80
Outstanding at December 31. ... ... 44,630 $40.88 38,247 $34.34 40,798 $26.60
Exerciseable at December 31....... 19,847 $32.86 22,983 $29.30 18,275 $19.31
(Shares in Thousands) Options Outstanding Options Exerciseable
Number Wtd. Avg. Number
Outstanding Wtd. Avg. Remaining Exerciseable Wtd. Avg.

Range of Exercise Prices Dec. 31, 1999 Exercise Price Contractual Life Dec. 31, 1999 Exercise Price
Less than $20.00 .............. 4,552 $16.45 3.7 years 4,552 $16.45
$20.00—$30.00 . . .. ... 7,116 24.84 5.9 5,585 24.93
$30.01—$40.00 . . . ... ... ... 7,277 35.62 8.0 3,690 35.61
$40.01—$50.00 . . .. ... ... ... 6,264 46.60 11.6 3,740 47.48
$50.01—$55.00 . . . ... ... 14,296 50.28 18.0 764 52.29
Greater than $55.01 ............ 5,125 59.08 12.5 1,516 58.72

Total ................... 44,630 $40.88 11.5 years 19,847 $32.86

(d) Employee Stock Purchase Plan

The Corporation sponsors an Employee Stock Purchase Plan designed to encourage employee stock own-
ership. This plan allows eligible employees to purchase shares of the Corporation’s common stock at a 15%
discount from the market price at the date of enrollment or the market price at the end of the plan, whichever
is lower. During one-year offering periods, the employee is allowed to make deposits of up to 20% of his/her
earnings to an interest-bearing savings account to purchase the number of shares permissible under the plan. The
maximum number of shares each participant may purchase cannot exceed the contribution limit divided by the
applicable purchase price on the offering date. The Corporation does not recognize any compensation expense
with respect to this plan.

(e) Pro Forma Costs of Stock-Based Compensation

The grant date fair values of stock options granted under the Corporation’s various stock option plans and
the Employee Stock Purchase Plan were estimated using the Black-Scholes option-pricing model. This model
was developed to estimate the fair value of traded options, which have different characteristics than employee
stock options. In addition, changes to the subjective input assumptions can result in materially different fair
market value estimates. Therefore, the Black-Scholes model may not necessarily provide a reliable single measure
of the fair value of employee stock options and purchase rights.
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The following table summarizes stock-based compensation grants and their related weighted-average grant-
date fair values for the years ended December 31:

1999 1998 1997

Wtd. Avg. Wtd. Avg. Wtd. Avg.

Number of Grant Date Number of Grant Date Number of Grant Date

(Shares in Thousands) Shares Fair Value Shares Fair Value Shares Fair Value
Stock option plans . . . ... ... .. ... 15,556 $12.28 8,896 $12.03 12,251 $ 9.65
Restricted shares .. ............. 1,728 51.13 651 56.54 953 36.22
Performance shares ............. — — — — 642 36.40
Employee Stock Purchase Plan(1) . . . 2,974 7.28 — — 76 5.73

(1)  Estimated number of shares that employees would purchase under the plan.

The following assumptions were used to determine the Black-Scholes weighted-average grant date fair value
of stock option awards and conversions in 1999, 1998 and 1997: (1) expected dividend yields ranged from 2.08%
—4.86%, (2) expected volatility ranged from 17.93%—36.44%, (3) risk-free interest rates ranged from 4.46%—6.95%
and (4) expected lives ranged from 2 years to 13 years.

The following assumptions were used to determine the Black-Scholes weighted-average grant-date fair value
of employees’ purchase rights under the employee stock purchase plans in 1999 and 1997, respectively: (1) ex-
pected dividend yields of 2.86% and 2.54%, (2) expected volatility of 34.68% and 22.70%, (3) risk-free interest
rates of 5.07% and 5.73% and (4) expected lives of 1.0 and 1.3 years. As certain employee stock purchase plans
expired during 1998 and no additional rights were granted, determination of the average grant date fair value
was not required in 1998.

Had the compensation cost for the Corporation’s stock-based compensation plans been determined in ac-
cordance with the fair-value-based accounting method provided by SFAS No. 123, the net income and earnings
per share implications for the years ended December 31, 1999, 1998 and 1997 would have been as follows:

1999 1998 1997
Pro As Pro As Pro As
(In millions, except per share data) Forma(l) Reported Forma(l) Reported Forma(l) Reported
NetIncome . ..o v vt ii i e $3,413 83,479  $3,034  $3,108  $2,929  $2,960
Net income per common share, basic . . ..... 291 2.97 2.58 2.65 2.46 2.48
Net income per common share, diluted . .. .. 2.89 2.95 2.55 2.61 2.40 2.43

(1) The above pro forma information may not be representative of the pro forma impact in future years.
As a result of the change in control at FCN and First Commerce, additional compensation expense of

$21 million associated with the accelerated vesting of stock options, was included in the 1998 pro forma net
income under SFAS No. 123.
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NOTE 18—Income Taxes

The components of total applicable income tax expense in the consolidated income statement for the years
ended December 31, 1999, 1998 and 1997, are as follows:

(In millions) 1999 1998 1997
Income tax expense:
Current
Federal. . ...t $ 735 § 801 § 826
Foreign . .... .o 2 4 12
) 7 97 98 84
Total .o e 834 903 922
Deferred
Federal. . ..o e e 624 424 488
72 37 30 57
Total .ot e 661 454 545
Applicable INCOME tAXES. + . o v v vttt ettt $1,495 $1,357 $1,467

The tax effects of fair value adjustments on securities available for sale, foreign currency translation adjust-
ments and certain tax benefits related to stock options are recorded directly to stockholders’ equity. The net tax
benefit recorded directly to stockholders’ equity amounted to $(259) million in 1999, $(66) million in 1998 and
$(28) million in 1997.

A summary reconciliation of the differences between applicable income taxes and the amounts computed at

the applicable regular federal tax rate of 35% follows:

(Dollars in millions) 1999 1998 1997
Statutory tax rate ... ... $1,741  35.0% $1,563 35.0% $1,549 35.0%
Increase (decrease) resulting from:
State income taxes, net of federal income tax
benefit. . ... .. ... ... 87 1.8 83 1.9 92 2.1
Tax-eXempt INEETESt « « « v v v v v v e e v e e s (66) (1.3) (B8) (1.3 (88) (2.0
Tax credits « .o v i i e 133) (2.7) %4) (2.1) G (1.2
Nontaxable liquidating distributions . . . ... ... .. — — (142) (3.2 (Be6) (1.3
Other,net. . ... (134) (2.7) 5 0.1 21 (0.5)
Applicable income taxes . ......... . ... $1,495 30.1% $1,357 30.4% $1,467 33.1%
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A net deferred tax liability is included in other liabilities in the consolidated balance sheet as a result of
temporary differences between the carrying amounts of assets and liabilities in the financial statements and their
related tax bases. The components of the net deferred tax liability as of December 31, 1999 and 1998, are as
follows:

(In millions) 1999 1998
Deferred tax liabilities
Deferred income on lease financing . . . . ... oo oo $3,632 $2,887
Prepaid pension COSES . . v v v v vttt s 91 99
Securitizations of credit card receivables . . ... ... ... .. o e 247 142
Other ..o e e 95 852
Gross deferred tax labilities . . . . . ..o i i e 4,065 3,980
Deferred tax assets
Allowance for credit IoSses . . ..ot ittt e e 969 874
RestrUCtUre TESEIVES & v v v v vt e i e e et e e e e 142 276
Alternative minimum tax credit carryforward ... ...... ... . L — 116
Other ..o e e e e 108 535
Gross deferred tax asSets .« v v v v vt i e e e 1,219 1,801
Net deferred tax liability .. ... ... $2,846 $2,179

NOTE 19—Lease Commitments

The Corporation has entered into a number of operating and capitalized lease agreements for premises and
equipment. The minimum annual rental commitments under these leases are shown below.

(In millions)

2000 . o e $ 281
200 o e e e 266
200 o e e e e e 232
2003 o e e e e e e 209
2004 o e e e 174
2005 and thereafter. . . .. ottt e e e e e e e 930

ota] . o e $2,092

Occupancy expense has been reduced by rental income from premises leased to others in the amount of
$87 million in 1999, $101 million in 1998 and $107 million in 1997. Rental expense under operating leases
approximated $414 million in 1999, $356 million in 1998 and $320 million in 1997.

NOTE 20—Financial Instruments with Off-Balance Sheet Risk

In the normal course of business, the Corporation is a party to financial instruments containing credit and/or
market risks that are not required to be reflected in the balance sheet. These financial instruments include credit-
related instruments as well as certain derivative instruments. The Corporation has risk management policies to
identify, monitor and limit exposure to credit, liquidity and market risks.

The following disclosures represent the Corporation’s credit exposure, assuming that every counterparty to
financial instruments with off-balance sheet credit risk fails to perform completely according to the terms of the

contracts, and that the collateral and other security, if any, proves to be of no value to the Corporation.

This note does not address the amount of market losses the Corporation would incur if future changes in
market prices make financial instruments with off-balance sheet market risk less valuable or more onerous.
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(a) Collateral and Other Security Arrangements

The credit risk of both on- and off-balance sheet financial instruments varies based on many factors, includ-
ing the value of collateral held and other security arrangements. To mitigate credit risk, the Corporation generally
determines the need for specific covenant, guarantee and collateral requirements on a case-by-case basis, depend-
ing on the nature of the financial instrument and the customer’s creditworthiness. The Corporation may also
receive comfort letters and oral assurances. The amount and type of collateral held to reduce credit risk varies
but may include real estate, machinery, equipment, inventory and accounts receivable, as well as cash on deposit,
stocks, bonds and other marketable securities that are generally held in the Corporation’s possession or at another
appropriate custodian or depository. This collateral is valued and inspected on a regular basis to ensure both its
existence and adequacy. Additional collateral is requested when appropriate.

(b) Credit-Related Financial Instruments

The table below summarizes credit-related financial instruments, including both commitments to extend
credit and letters of credit.

December 31 (In billions) 1999 1998
Unused credit card lines . . ... ot e e $270.5 $259.0
Unused 10an COMMUILIMENTS . . v v v vt i et et e e e et e e e e e et et et et et et et e e 143.6 1141
Standby letters of credit and foreign office guarantees . ................ ... ..., 16.8 14.0
Commercial letters of credit . ..o v vt i i e e 0.8 1.2

Since many of the unused commitments are expected to expire unused or be only partially used, the total
amount of unused commitments in the preceding table does not necessarily represent future cash requirements.

Credit card lines allow customers to use a credit card to buy goods or services and to obtain cash advances.
However, the Corporation has the right to change or terminate any terms or conditions of a customer’s credit
card account, upon notification to the customer. Loan commitments are agreements to make or acquire a loan
or lease as long as the agreed-upon terms (e.g., expiry, covenants or notice) are met. The Corporation’s com-
mitments to purchase or extend loans help its customers meet their liquidity needs.

Standby letters of credit and foreign office guarantees are issued in connection with agreements made by
customers to counterparties. If the customer fails to comply with the agreement, the counterparty may enforce
the standby letter of credit or foreign office guarantee as a remedy. Credit risk arises from the possibility that the
customer may not be able to repay the Corporation for standby letters of credit or foreign office guarantees. At
December 31, 1999 and 1998, standby letters of credit and foreign office guarantees had been issued for the
following purposes:

December 31 (In millions) 1999 1998

FINancial . .. vt $14,261 $11,843

Performance . . . v v ot e e e e e e e e e e e 2,551 2,140
Total (1) o ot e e $16,812 $13,983

(1) Includes $1.9 billion at December 31, 1999, and $1.4 billion at December 31, 1998, participated to other institutions.

At December 31, 1999, $12.2 billion of standby letters of credit and foreign office guarantees was due to
expire within three years, and $4.6 billion was to expire after three years.

Commercial letters of credit are issued or confirmed to ensure payment of customers’ payables or receivables
in short-term international trade transactions. Generally, drafts will be drawn when the underlying transaction is
consummated as intended. However, the short-term nature of this instrument serves to mitigate the risk associ-
ated with these contracts.
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(c) Derivative Financial Instruments

The Corporation enters into a variety of derivative financial instruments in its trading, asset and liability
management, and corporate investment activities. These instruments offer customers protection from rising or
falling interest rates, exchange rates, equity prices and commodity prices. They can either reduce or increase the
Corporation’s exposure to such changing rates or prices.

Following is a brief description of such derivative financial instruments.

® Interest rate forward and futures contracts represent commitments either to purchase or sell a financial
instrument at a specified future date for a specified price, and may be settled in cash or through delivery.

® An interest rate swap is an agreement in which two parties agree to exchange, at specified intervals,
interest payment streams calculated on an agreed-upon notional principal amount with at least one stream
based on a specified floating rate index.

® Interest rate options are contracts that grant the purchaser, for a premium payment, the right either to
purchase from or sell to the writer of the option, a financial instrument at a specified price within a
specified period of time or on a specified date.

® Interest rate caps and floors are contracts with notional principal amounts that require the seller, in
exchange for a fee, to make payments to the purchaser if a specified market interest rate exceeds the fixed
cap rate or falls below the fixed floor rate on specified future dates.

® Forward rate agreements are contracts with notional principal amounts that settle in cash at a specified
future date based on the differential between a specified market interest rate and a fixed interest rate.

® Foreign exchange contracts represent swap, spot, forward, futures and option contracts to exchange
currencies.

® Equity price contracts represent swap, forward, futures, cap, floor and option contracts that derive their
values from underlying equity prices.

® Commodity price contracts represent swap, futures, cap, floor and option contracts that derive their value
from underlying commodity prices.

The Corporation’s objectives and strategies for using derivative financial instruments for structural interest
rate risk management and foreign exchange risk management are discussed on pages 19-21.

Balance sheet exposure for derivative financial instruments includes the amount of recognized gains in the
market valuations of those contracts. Those amounts fluctuate as a function of maturity, interest rates, foreign
exchange rates, equity prices and commodity prices.

The credit risk associated with exchange-traded derivative financial instruments is limited to the relevant
clearinghouse. Options written do not expose the Corporation to credit risk, except to the extent of the under-
lying risk in a financial instrument that the Corporation may be obligated to acquire under certain written put
options. Caps and floors written do not expose the Corporation to credit risk.

On some derivative financial instruments, the Corporation may have additional risk. This is due to the
underlying risk in the financial instruments that the Corporation may be obligated to acquire or the risk that the
Corporation will deliver under a contract but that the customer will fail to deliver the countervailing amount.
The Corporation believes that its credit and settlement procedures minimize these risks.

Not all derivative financial instruments have off-balance sheet market risk. Market risk associated with op-
tions purchased and caps and floors purchased is recorded in the balance sheet.
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The table on page 30 reports the Corporation’s gross notional principal or contractual amounts of derivative
financial instruments as of December 31, 1999, and December 31, 1998. These instruments include swaps,
forwards, spot, futures, options, caps, floors, forward rate agreements, and other conditional and exchange con-
tracts. The amounts do not represent the market or credit risk associated with these contracts, as previously
defined, but rather give an indication of the volume of the transactions.

NOTE 21—Fair Value of Financial Instruments

The Corporation is required to disclose the estimated fair value of its financial instruments in accordance
with SFAS No. 107, “Disclosures about Fair Value of Financial Instruments.” These disclosures do not attempt
to estimate or represent the Corporation’s fair value as a whole. The disclosure excludes assets and liabilities that
are not financial instruments as well as the significant unrecognized value associated with core deposits and credit
card relationships.

Fair value amounts disclosed represent point-in-time estimates that may change in subsequent reporting
periods due to market conditions or other factors. Estimated fair value amounts in theory represent the amounts
at which financial instruments could be exchanged or settled in a current transaction between willing parties. In
practice, however, this may not be the case due to inherent limitations in the methodologies and assumptions
used to estimate fair value. For example, quoted market prices may not be realized because the financial instru-
ment may be traded in a market that lacks liquidity; or a fair value derived using a discounted cash flow approach
may not be the amount realized because of the subjectivity involved in selecting underlying assumptions, such as
projecting cash flows or selecting a discount rate. The fair value amount also may not be realized because it
ignores transaction costs and does not include potential tax effects. The Corporation does not plan to dispose of,
either through sale or settlement, the majority of its financial instruments at these estimated fair values.
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The following table summarizes the carrying values and estimated fair values of financial instruments as of
December 31, 1999 and 1998.

1999 1998
Carrying Estimated Carrying  Estimated
(In millions) Value Fair Value Value Fair Value
Financial assets
Cash and other short-term financial instruments (a) . . . . . . $ 32,869 $ 32,869 § 34,715 $ 34,715
Trading assets (2) . v v v 7,952 7,952 5,345 5,345
Investment securities (b) . ... ... . 47,912 47,912 44,852 44,852
Loans (€) « v v v v e et e e e 163,877 161,911 155,398 154,521
Allowance for credit losses . .. ... (2,285) — (2,271) —
Loans, NEL « v v vttt e it e e 161,592 161,911 153,127 154,521
Derivative product assets
Trading purposes (1)) . ...... ..., 3,160 3,160 6,765 6,765
Other than trading purposes (f) . ............... 212 199 189 954
Total derivative product assets. . . . .......... 3,372 3,359 6,954 7,719
Financial instruments in other assets (a) . ............. 1,911 1,911 2,060 2,060
Financial liabilities
Deposits (d) . v v v 162,278 162,135 161,542 161,659
Securities sold but not yet purchased (a). .. ........... 753 753 966 966
Other short-term financial instruments (@) . ........... 39,544 39,544 39,468 39,468
Long-term debt (2)(€) .. ......covvvvi 35,435 35,678 22,298 23,229
Derivative product liabilities
Trading purposes (1)) . ...... ... ... 3,115 3,115 6,923 6,923
Other than trading purposes (f) ................ 217 137 224 238
Total derivative product liabilities . . ......... 3,332 3,252 7,147 7,161
Financial instruments in other liabilities (a) . ... ........ 1,363 1,363 1,136 1,136

(1) The estimated average fair values of derivative financial instruments used in trading activities during 1999 were $4.3 billion classified as
assets and $4.4 billion classified as liabilities.
(2) Includes trust preferred capital securities.

Estimated fair values are determined as follows:

(a) Financial Instruments Whose Carrying Value Approximates Fair Value
A financial instrument’s carrying value approximates its fair value when the financial instrument has an

immediate or short-term maturity (generally one year or less), or is carried at fair value.

Quoted market prices or dealer quotes typically are used to estimate fair values of trading securities and
securities sold but not yet purchased.

Commitments to extend credit and letters of credit typically result in loans with a market interest rate when
funded. The recorded book value of deferred fee income approximates the fair value.

(b) Investment Securities

Quoted market prices typically are used to estimate the fair value of debt investment securities. Quoted
market prices for similar securities are used to estimate fair value when a quoted market price is not available for
a specific debt investment security. See Note 1(c) on page 42 for the methodologies used to determine the fair
value of equity investment securities.
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(c) Loans

The loan portfolio was segmented based on loan type, credit quality and repricing characteristics. Carrying
values are used to estimate fair values of certain variable rate loans with no significant credit concerns and frequent
repricing. A discounted cash flow method was used to estimate the fair value of other loans. Discounting was
based on the contractual cash flows, and discount rates typically are based on the year-end yield curve plus a
spread that reflects pricing on loans with similar characteristics. If applicable, prepayment assumptions are factored
into the fair value determination based on historical experience and current economic and lending conditions.

(d) Deposits

The amount payable on demand at the report date is used to estimate fair value of demand and savings
deposits with no defined maturity. A discounted cash flow method is used to estimate the fair value of fixed-rate
time deposits. Discounting was based on the contractual cash flows and the current rates at which similar deposits
with similar remaining maturities would be issued, adjusted for servicing costs. Carrying value typically is used to
estimate the fair value of floating-rate time deposits.

(e) Long-Term Debt

Quoted market prices or the discounted cash flow method was used to estimate the fair value of the
Corporation’s fixed-rate long-term debt. Discounting was based on the contractual cash flows and the current
rates at which debt with similar terms could be issued. Carrying value typically is used to estimate the fair value
of floating-rate long-term debt.

(f) Derivative Product Assets and Liabilities

Quoted market prices or pricing and valuation models were used to estimate the fair value of derivative
product assets and liabilities. Assumptions input into models were based on current market information.

NOTE 22—Related Party Transactions

Certain executive officers, directors and their related interests are loan customers of the Corporation’s affili-
ates. The Securities and Exchange Commission (the “Commission”) has determined that, with respect to the
Corporation and significant subsidiaries (as defined by the Commission), disclosure of borrowings by directors
and executive officers and certain of their related interests should be made if the loans are greater than 5% of
stockholders’ equity, in the aggregate. These loans in aggregate were not greater than 5% of stockholders’” equity
at December 31, 1999 or 1998.

NOTE 23—Pledged Assets

Assets having a book value of $62.7 billion as of December 31, 1999, and $38.2 billion as of December 31,
1998, were pledged as collateral for repurchase agreements, oftf-balance sheet investment products, and govern-
mental and trust department deposits in accordance with federal and state requirements, and for other purposes
required by law. The $24.5 billion increase from the prior year was primarily due to a significant increase in
loans pledged by the Corporation to the Federal Reserve in connection with Year 2000 preparedness.

The Corporation’s bank affiliates are required to maintain average noninterest-bearing cash balances, in
accordance with Federal Reserve Board regulations. The average required reserve balances were $2.9 billion in
1999 and $3.5 billion in 1998.

NOTE 24—Collateral Policy Related to Certain Asset Transfer Activity

It is the Corporation’s policy to take possession of securities purchased under agreements to resell. The
Corporation monitors the fair value of the underlying securities as compared to the related receivable, including
accrued interest, and adjusts the level of collateral as necessary.
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With respect to securities lent, the Corporation receives collateral in the form of cash or other collateral in
an amount generally in excess of the fair value of the lent securities. The Corporation monitors the fair value of
the securities lent on a daily basis, and additional cash or securities are obtained as necessary.

NOTE 25—Contingent Liabilities

The Corporation and certain of its subsidiaries have been named as defendants in various legal proceedings,
including certain class actions, arising out of the normal course of their business or operations. In certain of these
proceedings, which are based on alleged violations of consumer protection, securities, banking and other laws,
substantial money damages are asserted against the Corporation and its subsidiaries. Since the Corporation and
certain of its subsidiaries, which are regulated by one or more federal and state regulatory authorities, are the
subject of numerous examinations and reviews by such authorities, the Corporation is and will be, from time to
time, normally engaged in various disagreements with regulators, related primarily to banking matters. The
Corporation has also received certain tax deficiency assessments. Management does not believe that liabilities
arising from these matters, if any, will have a material adverse effect on the consolidated financial position,
liquidity or results of operations of the Corporation.

NOTE 26—BANK ONE CORPORATION (Parent Company Only)
Condensed Financial Statements

Condensed Balance Sheet

December 31 (In millions) 1999 1998
Assets
Cash and due from banks
Bank subsidiaries . . . ... . e $ 16 $ 4
Other . .o e e e e e — 2
Interest-bearing due from banks
Bank subsidiaries . . ... ... e e 2,836 1,818
Other . .o e e — 10
Investment securities—available forsale. . . .. ... ... . . . e 353 72
Loans and receivables—subsidiaries
Bank subsidiaries . .. ... e e 7,109 5,720
Nonbank subsidiaries . . .. ..ot i e e e e 8,845 6,894
Investment in subsidiaries
Bank subsidiaries . . . .. v e e e 20,148 21,325
Nonbank subsidiaries . . . . v v ittt e e e e e 4,255 1,723
Other ASSEES .« v v v i e e e e e e e e e e e e e 445 474
Total ASSEtS . v v v it e e e e $44,007 $38,042
Liabilities and Stockholders’ Equity
Short-term borrowings
Nonbank subsidiaries . . ... vt v o o e e e e $ 66 $§ 106
Other . ot 1,268 1,191
Long-term debt
Nonbank subsidiaries . . . . v v vt v it e e e e e e 1,621 1,028
Other . . e e e e e 20,118 14,004
Other Habilities . . . . . ot e e e 844 1,153
Total Habilities . . . o vttt e 23,917 17,482
Stockholders” equity . . ... e 20,090 20,560
Total liabilities and stockholders” equity . ......... ... ... $44,007 $38,042
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BANK ONE CORPORATION (Parent Company Only)
Condensed Income Statement

For the Year (In millions)
Operating Income
Dividends
Bank subsidiaries . . . ..o e e
Nonbank subsidiaries. . . . ... ottt e
Interest income
Bank subsidiaries . . . . ... e
Nonbank subsidiaries. . . . ... oottt e e
Other .. e e
Management and other fees from affiliates . ............. ... ... ... ...,
Other income
Bank subsidiaries . . . . ... e
Other ..o e e

Total ..
Operating Expense
Interest expense
Nonbank subsidiaries. . .. ... ... i
Other ..o
Merger-related charges . . ... ..
Salaries and employee benefits . . . . ... oo
Professional fees and Services . . . ..o v i e
Marketing and development . .. ... .
Other eXPenSe .« v v v e et e et e
Total ..
Income Before Income Taxes and Equity in Undistributed
Net Income of Subsidiaries ... ..................................
Applicable income taxes (benefit) . ........... ... ...

Income Before Equity in Undistributed Net Income of Subsidiaries . ...
Equity in undistributed net income of subsidiaries
Bank subsidiaries . . .. ...
Nonbank subsidiaries. . .. ... ...

Net Income ... ... ... it e e e e e e e e
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1999 1998 1997
$2,367 $4,087 $ 4,243
373 359 491
534 478 209
438 247 244
11 8 44
— 606 589
7 - R
190 26 19
3,920 5811 5839
93 80 85
1,132 863 708
287 675 —
9 209 230
3 76 244
— 60 92
97 373 128
1,621 2336 1,487
2,299 3475 4352
(198) (284 (73)
2,497 3759 4,425
797  (420) 320
185  (231) (1,785)
$3,479 $3,108 $ 2,960




BANK ONE CORPORATION (Parent Company Only)
Condensed Statement of Cash Flows

For the Year (In millions) 1999 1998 1997
Cash Flows from Operating Activities
Nt INCOIIE v v v v e e e e e e e e e e e e e e e e e e e e $ 3,479 $ 3,108 § 2,960
Adjustments to reconcile net income to net cash provided by operating activities:
Equity in net income of subsidiaries . . . . . ... ... (3,722) (3,965) (3,199)
Dividends received from subsidiaries . ........ ... i 2,740 4,446 4,618
Other noncash adjustments . .. ........ ... ... 417 17 (103)
Total adjustments . . . . ..o (565) 498 1,316
Net cash provided by operating activities . . . v v v v vt 2,914 3,606 4,276
Cash Flows from Investing Activities
Net (increase) in loans to subsidiaries. . . ..o i (3,226) (3,024) (4,186)
Net (increase) decrease in capital investments in subsidiaries . .............. (1,277) (1,559) 33
Purchase of investment securities—available forsale . .................... (805) (38) (329)
Proceeds from sales and maturities of investment securities—available for sale . . . 729 44 322
Sale of premises and equipment . ............ ... — — (23)
Other, NEL .« v vttt e (29) — (27)
Net cash (used in) INVesSting aCtiVILIES . . v vttt (4,608) (4,577) (4,210)
Cash Flows from Financing Activities
Net increase (decrease) in commercial paper and short-term borrowings. . . . . .. 37 443 (1,124)
Proceeds from issuance of long-term debt .. .............. ... ... ... ... 9,524 3,387 5,306
Redemption and repayment of long-term debt .. ...................... (2,843) (350) (552)
Dividends paid . .. ...t (2,420) (1,322) (1,380)
Proceeds from issuance of common and treasury stock . .................. 61 161 27
Purchase of treasury stock ... ... ... (1,647) (375) (2,789)
Payment for redemption of preferred stock . ............ ... ... ... ... .. — — (100)
Other financing activities, Nt . . . v v v vttt e e a s — — (60)
Net cash provided by (used in) financing activities . . .. ........oouuunn. .. 2,712 1,944 672)
Net Increase (Decrease) in Cash and Cash Equivalents . ... .......... 1,018 973 (606)
Cash and Cash Equivalents at Beginning of Year .................. 1,834 861 1,467
Cash and Cash Equivalents at End of Year ....................... $2,82 $1,834 § 861
Other Cash-Flow Disclosures
Interest paid . ..o oot $1,113 § 923 § 752
Income tax payment (TECEIPL) « v v v v v v v vttt et e e e it e e e e 335) (50) 122

In connection with issuances of commercial paper, the Corporation has an agreement providing future credit
availability (back-up lines of credit) with non-affiliated banks. The agreements aggregated $300 million at De-
cember 31, 1999. The commitment fee paid under these agreements was 0.07%. The back-up lines of credit,
together with overnight money market loans, short-term investments and other sources of liquid assets, exceeded
the amount of commercial paper issued at December 31, 1999.
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Stockholders and Board of Directors
of BANK ONE CORPORATION:

We have audited the accompanying consolidated balance sheet of BANK ONE CORPORATION (a Del-
aware corporation) and subsidiaries as of December 31, 1999 and 1998, and the related consolidated statements
of income, stockholders’ equity and cash flows for each of the three years in the period ended December 31,
1999. These financial statements are the responsibility of BANK ONE CORPORATION’s management. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the financial position of BANK ONE CORPORATION and subsidiaries as of December 31, 1999 and 1998,

and the results of their operations and their cash flows for each of the three years in the period ended December
31, 1999, in conformity with accounting principles generally accepted in the United States.

Chicago, Illinois, m m I_{: é_f?

January 17, 2000
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SELECTED STATISTICAL INFORMATION

BANK ONE CORPORATION and Subsidiaries

Investment Securities

December 31 (In millions) 1999 1998 1997
Available for sale
US. Treasury . o oo ettt e e et e s $ 2,469 $ 4,550 $ 7,920
U.S. government agencies . . . ..o v v v vt it e e e 12,510 10,559 8,644
States and political subdivisions . ........ .. i 1,581 2,064 1,955
Retained interest in securitized credit card receivables .. ............. 20,593 17,370 N/A
Other debt secUrities . . v v v vt i e e et et e e e 7,306 8,171 4,949
Equity securities . . . ..o vt 3,453 2,138 1,786
Total available forsale ... ....... ... . . ... 47,912 44,852 25,254
Held to maturity
States and political subdivisions . ........ .. i —_ — 451
All other . ... e e — — 334
Total held to maturity .. ......... .. — — 785
Total. . .t e e e $47,912 $44,852 $26,039

N/A—Not applicable.

Maturity of Debt Investment Securities

As of December 31, 1999, debt investment securities had the following maturity and yield characteristics:

Due in 1 year Due after 1 year Due after 5 years Due after
or less through 5 years through 10 years 10 years Total

Book Book Book Book Book
(Dollars in millions) Value Yield Value Yield Value Yield Value Yield Value Yield
US. Treasury .. .....ovvvvnnn.. $ 714 5.14% $ 1,319 523% $ 174 518% $ 262 5.33% $ 2,469 5.21%
U.S. government agencies . ....... 2,368 5.31 3,945 5.45 1,300 6.05 4,897 6.71 12,510 5.99
States and political subdivisions . . . . . 215 5.39 678 5.26 295 5.54 393 5.26 1,581 5.33
Other debt securities . . .......... 21,271 8.86 4,611 7.25 1,623 5.72 394 8.35 27,899 8.40

Total ...vvii i $24,568 8.38% $10,553 6.19%  $3,392 5.81% $5,946 6.66%  $44,459 7.42%
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Securitization of Credit Card Receivables

The Corporation continues to service credit card accounts even after receivables are securitized. Net interest

income and certain fee revenue on the securitized portfolio are not recognized; however, these are offset by

servicing fees as well as by lower provisions for credit losses.

For analytical purposes only, the following table shows income statement line items adjusted for the net

impact of securitization of credit card receivables.

(Dollars in millions)

Net interest income—tax-equivalent basis . .. ...................
Provision for credit 1osses . . . . . o v it e
INONINEEreSt INCOIME + + v v v v v v v e ettt e e et e ettt et e e
INONINTETest EXPEINSE .« v v v v v vt v ettt iia et i e e e e
Net income

Total average loans
Total average earning assets

Total average assets
Net interest margin
Delinquency and charge-off rates:

Credit card delinquencies over 30 days as a percentage of ending credit

card loan balances . ... ... ..
Credit card delinquencies over 90 days as a percentage of ending credit
card loan balances .. ....... . ..

Net credit card charge-offs as a percentage of average credit card loan
balances

(Dollars in millions)
Net interest income—tax-equivalent basis . .. ...................
Provision for credit 1osses . . . v v v v vt
INONINEETESt INCOME + « 4 v v v v e v e e e e e e e e e e e et e e e e e e
Noninterest expense

Net income

Total average loans

Total average earning assets

Total average assets

Net Interest Margin . . . ..o vttt it

Delinquency and charge-oft rates:

Credit card delinquencies over 30 days as a percentage of ending credit
card loan balances . ....... ...

Credit card delinquencies over 90 days as a percentage of ending credit
card loan balances . ...... ... ...

Net credit card charge-offs as a percentage of average credit card loan
balances
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1999
Credit Card
Reported  Securitizations = Managed
$ 9,142 $ 5,315 $ 14,457
1,249 3,265 4,514
8,692 (2,050) 6,642
11,490 —_ 11,490
3,479 — 3,479
156,855 61,747 218,602
223,539 45,698 269,237
256,491 45,698 302,189
4.09% 11.63% 5.37%
4.06% 4.60% 4.57%
1.87% 2.15% 2.13%
4.73% 5.58% 5.49%
1998
Credit Card
Reported  Securitizations = Managed
$ 9,469 $ 4,359 $ 13,828
1,408 2,506 3,914
8,071 (1,852) 6,219
11,545 1 11,546
3,108 — 3,108
154,952 44,904 199,856
209,514 39,107 248,621
239,790 39,107 278,897
4.52% 11.15% 5.56%
3.34% 4.64% 4.47%
1.41% 2.06% 1.98%
5.52% 5.58% 5.57%



Maturity Distribution and Interest Rate Sensitivity of Loans

The following table shows a distribution of the maturity of loans and, for those loans due after one year, a
breakdown between those loans that have floating interest rates and those that have predetermined interest rates.
The amounts exclude domestic consumer loans and domestic lease financing receivables.

One Year One to Over
December 31, 1999 (In millions) or Less Five Years Five Years Total
Domestic
Commercial . ... i e e $21,261  $28,914 $5,486  $55,661
Real estate o vttt e e e 9,418 12,194 3,041 24,653
Total domestic . . . v vt it e 30,679 41,108 8,527 80,314
Foreign . ......c. i 3,599 3,102 366 7,067
Total .o e e $34,278  $44,210 $8,893  $87,381
Loans with floating interest rates. . . . oo i v in e e e, $32,929 $4,705  $37,634
Loans with predetermined interest rates. . . .. ............... 11,281 4,188 15,469
Total .o e e $44,210 $8,893  $53,103

Loans 90 Days or More Past Due and Still Accruing Interest

Loans that were 90 or more days past due and still accruing interest totaled $703 million, $769 million, $994
million, $918 million and $628 million at December 31, 1999, 1998, 1997, 1996 and 1995, respectively.

Foreign Outstandings

The table below presents a breakout of foreign outstandings for the past three years, where such outstandings
exceeded 1.0% of total assets. Included in claims are loans, balances with banks, acceptances, securities, equity
investments, accrued interest, other monetary assets and current credit exposure on derivative contracts. At year-
end 1998, there were no countries for which cross-border and net local country claims exceeded 1.0% of total
assets.

Total Cross

Cross-Border Claims Border &
Governments Net Local  Net Local
s & Official Country Country
gle: Cl:“ﬂllé(e)?sg 1. 1999 Banks Institutions Other Claims Claims
Germany (1) . ... $2,199 $600 $319 $— $3,118
December 31, 1997
Japan (2) « oo 4,225 — 386  — 4,611

(1) At year-end 1999, local country claims were reduced by $129 million of local country liabilities.
(2) At year-end 1997, local country claims were reduced by $83 million of local country liabilities.

At December 31, 1999 and 1997, there were no countries for which cross-border and net local country
claims totaled between 0.75% and 1.0% of total assets. At December 31, 1998, Germany was the only country
for which cross-border and net local country claims totaled between 0.75% and 1.0% of total assets. These
outstandings amounted to $2.194 billion.
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Deposits

The following tables show a maturity distribution of domestic time certificates of deposit of $100,000 and
over, other domestic time deposits of $100,000 and over, and deposits in foreign offices, predominantly in

amounts in excess of $100,000, at December 31, 1999.

Domestic Time Certificates of Deposit of $100,000 and Over

(Dollars in millions) Amount
Three months Or 1ess . . ..ot e e e e $ 6,699
Over three months to SIX MONthS . . .o vt i it e e e e e e 1,295
Over six months to twelve months . .. ... i e e e e e 3,161
Over twelve MONthS .« v v vt et e e e e e e 2,391

Tota] . ot e e $13,546

Domestic Other Time Deposits of $100,000 and Over

(Dollars in millions) Amount
Three months o1 168s . . . o oottt e e e $351
Over three months to six months . . .. ... . i e e e e 10
Over six months to twelve months . . . ... .. . . e e e 108
Over twelve MOonths . . ..ot e e e e 37
Total . .o e $506

Foreign Offices

(Dollars in millions) Amount
Three Months Or 168S . v v v v vt e e e e e e e e e e e e e e $28,440
Over three months to six months . . ... .. .. i i e e 595
Over six months to twelve months . ... ... ... . .. . . . 694
Over twelve Months . . . . ..ot i e 43

Total . oo e e e $29,772
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Short-Term Borrowings

Borrowings with original maturities of one year or less are classified as short-term. The following is a
summary of short-term borrowings for each of the three years ended December 31:

(Dollars in millions) 1999 1998 1997
Federal funds purchased
Outstanding at year-end . ... ..o $ 5,483 $12,112 $ 8,361
Weighted-average rate at year-end. . ....................... 4.54% 4.65% 6.08%
Daily average outstanding for the year ...................... $ 7,060 $ 9,262 $ 8,819
Weighted-average rate for the year. . . .......... .. .. ... . ... 4.96% 5.24% 5.50%
Highest outstanding at any month-end . .. ................... $ 8,806 $12,112 $ 9,317
Securities under repurchase agreements
Outstanding at year-end . ... .o $13,237 $11,052 $11,985
Weighted-average rate at year-end . . .. .............. . ..., 4.08% 4.43% 5.48%
Daily average outstanding for the year ...................... $12,651 $12,423 $11,611
Weighted-average rate for the year. . ............ ... ... . ... 4.62% 4.87% 5.07%
Highest outstanding at any month-end . . .................... $16,102 $15,676 $13,539
Bank notes
Outstanding at year-end . .. ... $12,707 $10,321 $ 7,361
Weighted-average rate at year-end . . . .. ........... . ... . ... 5.60% 5.22% 5.80%
Daily average outstanding for the year ...................... $11,112 $ 8,175 $ 8,711
Weighted-average rate for the year. . . .......... .. .. ... . ... 5.57% 5.52% 5.84%
Highest outstanding at any month-end . .. ................... $12,947 $10,321 $ 9,877
Commercial paper
Outstanding at year-end . ... .o $ 3,184 $ 2,113 $ 1,506
Weighted-average rate at year-end . . .. ..................... 6.09% 4.54% 5.83%
Daily average outstanding for the year ...................... $ 3,006 $ 1,882 $ 2,415
Weighted-average rate for the year. . ............ ... .. .. ... 5.23% 5.58% 5.56%
Highest outstanding at any month-end . . .................... $ 3,595 $ 2,491 $ 2,937
Other short-term borrowings
Outstanding at year-end . ... ..o $ 5,320 $ 4,503 $ 3,939
Weighted-average rate at year-end . . . . ............ ... . ... 4.46% 4.51% 4.71%
Daily average outstanding for the year . ..................... $ 3,739 $ 3,733 $ 3,003
Weighted-average rate for the year. . . .......... ... . ... ... 4.98% 4.86% 4.77%
Highest outstanding at any month-end . .. ................... $ 5,475 $ 7,202 $ 4,804
Total short-term borrowings
Outstanding at year-end . ... .ovii i $39,931 $40,101 $33,152
Weighted-average rate at year-end . . .. ............ .. ....... 4.86% 4.73% 5.63%
Daily average outstanding for the year ...................... $37,568 $35,475 $34,559
Weighted-average rate for the year. . ............ ... ... ... 5.00% 5.15% 5.38%
1999 1998 1997 1996 1995
Common Stock and Stockholder Data (1)(2)
Market price
High fortheyear .. ...... ... ... . ., $63.13 $64.78 $54.37 $43.53 $33.16
Low fortheyear ........ ... .. . i, 29.98 3758 3557 2841 20.77
Atyear-end . ... 32.00 51.06 4937 39.09 31.10
Book value (atyear-end) ....... ... .. .. 17.34 1731  16.03 16.64 15.28
Dividend payout ratio . ............... . ... 57% 58% 61% 38% 40%

(1) There were 119,152 common stockholders of record as of December 31, 1999.
(2) The principal market for the Corporation’s common stock is the New York Stock Exchange. The Corporation’s common stock also is
listed on the Chicago Stock Exchange.
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Financial Ratios 1999 1998 1997 1996 1995

Net income as a percentage of:

Average stockholders’ equity . . .. ... ... L 17.0% 15.8% 15.6% 17.1% 15.3%

Average common stockholders’ equity . . .. ... ... ... 17.2 159 160 17.8 16.1

Average total assets. . . .. 1.4 1.3 1.3 1.4 1.2

Average earning asseS . .. ...ttt 1.6 1.5 1.5 1.6 1.4
Stockholders’ equity at year-end as a percentage of:

Total assets at year-end . . . . ..ot 7.5 7.9 8.0 8.6 7.9

Total loans at year—end . . . . .. ... 123 132 119 127 131

Total deposits at year—end . . . . ..ottt 12.4 127 124 134 125
Average stockholders’ equity as a percentage of:

AVEIage aSseS . v v v it 8.0 8.2 8.2 8.4 7.8

Average loans . ... ... 13.0 127 122 129 134

Average deposits . .. 13.2 131 129 132 123
Income to fixed charges:

Excluding interest on deposits . . ... ... 23x  23x  24x  2.6x  2.2x

Including interest on deposits .. ... 1.6x 15x 15x 1l.6x 1.5x
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Quarterly Financial Data

1999 1998
gg‘dn;g:lgﬂ:;ee};?tg; ratios Fourth Third Second First Fourth Third Second First
Income and Expense:

Net interest income—tax-
equivalent basis . .......... $2,221 $2,271 $2,341 $2,309 $2,368 $2,402 $2,379 $2,320
Provision for credit losses . . . . . . 416 277 275 281 272 345 400 391
Noninterest income . . . . ... ... 1,782 2,098 2,222 2,590 2,068 1,999 2,088 1,916
Merger-related and restructuring
charges ................. 189 56 145 164 935 — 127 —
Operating expense. . . ........ 2,841 2,657 2,661 2,777 2,921 2,539 2,592 2,431
Netincome . .............. 411 925 992 1,151 226 1,054 895 933
Per Common Share Data:
Net income, basic ... ........ $ 0.36 $ 0.79 $ 0.84 $ 0.97 $ 0.19 $ 0.90 $ 0.76 $ 0.80
Net income, diluted ......... 0.36 0.79 0.83 0.96 0.19 0.89 0.75 0.78
Cash dividends declared . . . . . .. 0.42 0.42 0.42 0.42 0.38 0.38 0.38 0.38
Book value................ 17.34 17.32 17.73 17.68 17.31 17.37 16.72 16.26
Balance Sheet:
Loans:
Managed .............. $229,196 $222,117 $218,795 $213,814 $216,391 $203,443 $200,726 $197,067
Reported . . ............ 163,877 158,143 157,464 154,850 155,398 154,057 160,023 158,387
Deposits oo vvvv i 162,278 156,900 156,454 153,699 161,542 148,924 154,507 153,817
Long-term debt(1)........... 35,435 34,735 27,728 24,988 22,298 22,141 22,248 22,289
Total assets . ... ............ 269,425 264,135 256,033 250,402 261,496 238,658 244,178 240,560
Common stockholders’ equity . . 19,900 19,860 20,860 20,870 20,370 20,428 19,575 18,945
Total stockholders’ equity . . ... 20,090 20,050 21,050 21,060 20,560 20,618 19,765 19,235
Performance Ratios:
Return on assets .. .......... 0.62% 1.44% 1.57% 1.85% 0.37% 1.77% 1.49% 1.59%
Return on common equity . ... 8.2 18.2 19.1 22.9 4.4 20.7 18.6 20.3
Net interest margin:
Managed . ............. 4.98 5.32 5.55 5.66 5.67 5.63 5.42 5.51
Reported . .. ........... 3.79 4.04 4.26 4.30 4.40 4.61 4.53 4.54
Efficiency ratio:
Managed . ............. 62.1% 52.1% 52.3% 52.1% 75.4% 50.8% 53.4% 50.2%
Reported . .. ........... 75.7 62.1 61.5 60.0 86.9 57.7 60.9 57.4
Equity Ratios:
Regulatory leverage ratio . ... .. 7.7% 7.9% 8.1% 8.0% 8.0% 8.5% 8.0% 7.9%
Risk-based capital:
Tier 1 ratio ............ 7.7 7.7 8.1 8.2 7.9 8.6 8.3 8.3
Total capital ratio . ....... 10.7 10.8 11.4 11.7 11.3 12.4 12.3 12.5
Credit Quality:
Net charge-offs to average loans . 0.95% 0.68% 0.71% 0.73% 0.80% 0.89% 1.12% 1.05%
Ending allowance to loans . . . .. 1.39 1.42 1.43 1.47 1.46 1.79 1.72 1.76
Nonperforming assets to related
ASSELS . v v v 0.71 0.72 0.72 0.74 0.53 0.52 0.44 0.50
Common Stock Data:
Average shares outstanding, basic . 1,147 1,167 1,180 1,178 1,175 1,172 1,169 1,165
Average shares outstanding,
diluted .......... ... .. .. 1,154 1,177 1,195 1,193 1,188 1,188 1,189 1,191
Stock price:
High ................. $39.56 $60.88 $63.13 $57.75 $55.00 $61.50 $65.63 $63.94
Low ..o, 29.98 34.31 53.75 47.50 36.06 37.75 54.94 44.66
Close.......ovvvunnn 32.00 34.81 59.56 55.06 51.06 42.44 55.81 63.25

(1) Includes trust preferred capital securities.
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Average Balances/Net Interest Margin/Rates
BANK ONE CORPORATION and Subsidiaries

(Income and rates on tax-equivalent basis)

(Dollars in millions)
Short-term investments

Trading assets . . . oot vttt e
Investment securities (1)
U.S. government and federal agencies .. .................

States and political subdivisions . .. ........ ... .. .o
Other (2)

Total investment seCuriti€s. . . . .« v v oo v v v v vt
Loans (3)
Commercial .. v e

CONSUIMIET + & v v v ettt e e e e e et e e e e e n s
Credit card

Total loans . . .o v vt
Total earning assets (4) .. ..ot

Allowance for credit losses . . . .o vt oot
Other assets

Total assets . v v v vt

Deposits—interest-bearing

SAVINGS © v e
Money market. . . ..o .u it
Time

Foreign offices (5)

Total deposits—interest-bearing . . ... ...............
Federal funds purchased and securities under repurchase agreements. .
Other short-term borrowings

Long-term debt (6)

Total interest-bearing labilities. . . . .................
Demand deposits. . .. ..ot
Other liabilities
Preferred stock
Common stockholders’ equity

Total liabilities and stockholders’ equity

Interest income/earning assets. . v v v v v v v v vt
Interest expense/earning assets

Net interest margin

M

Year Ended December 31

1999 1998
Average Average Average Average
Balance Interest Rate Balance Interest Rate
$ 13,976 $ 678 4.85% $ 14,632 § 754 5.15%
6,128 429 7.00 6,203 366 5.90
15,228 1,008 6.62 16,683 1,102 6.61
1,835 135 7.36 2,211 176 7.96
29,517 2,072 7.02 14,833 1,101 7.42
46,580 3,215 6.90 33,727 2,379 7.05
90,182 6,812 7.55 82,118 6,382 7.77
59,440 5,142 8.65 57,206 5,360 9.37
7,233 1,139 15.75 15,628 2,405 15.39
156,855 13,093 8.35 154,952 14,147 9.13
223,539 17,415 7.79 209,514 17,646 8.42
(2,290) (2,731)
35,242 33,007
$256,491 $239,790
$ 19,866 $ 310 1.56% §$ 20,710 § 470 2.27%
44,730 1,445 3.23 39,115 1,458 3.73
35,202 1,784 5.07 38,211 2,066 5.41
24,157 1,112 4.60 18,489 949 5.13
123,955 4,651 3.75 116,525 4,943 4.24
19,711 935 4.74 21,685 1,090 5.03
17,857 942 5.28 13,790 737 5.34
29,367 1,745 5.94 22,089 1,407 6.37
190,890 8,273 4.33 174,089 8,177 4.70
31,229 33,647
13,918 12,323
190 223
20,264 19,508
$256,491 $239,790
$17,415 7.79% $17,646 8.42%
8,273 3.70 8,177 3.90
$ 9,142 4.09% $ 9,469 4.52%

The combined amounts for investment securities available for sale and held to maturity are based on their respective carrying values. Based

on the amortized cost of investment securities available for sale, the combined average balance for 1999, 1998, 1997, 1996 and 1995 would
be $46.612 billion, $33.415 billion, $26.246 billion, $28.613 billion and $32.841 billion, respectively, and the average earned rate in 1999,

1998, 1997, 1996 and 1995 would be 6.90%, 7.12%, 6.63%, 6.73% and 6.72%, respectively.
The Corporation’s undivided interest in securitized credit card receivables was reclassified from loans to investment securities during 1998.

Such amounts averaged $16,048 million for 1999 and $5,798 million for 1998.

(3) Nonperforming loans are included in average balances used to determine rates.

(4)  Includes tax-equivalent adjustments based on federal income tax rate of 35%.

(5) Includes international banking facilities” deposit balances in domestic offices and balances of Edge Act and overseas offices.
(6) Includes trust preferred capital securities.
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Year Ended December 31

1997
Average Average
Balance Interest Rate
$ 14,412 $ 801 5.56%
5,616 331 5.89
18,851 1,273 6.75
2,648 220 8.31
4,881 246 5.04
26,380 1,739 6.59
76,636 6,108 7.97
56,410 5,324 9.44
22,880 3,400 14.86
155,926 14,832 9.51
202,334 17,703 8.75
(2,751)
_ 30299
$229,882
$22,408 $ 519 2.32%
34,565 1,302 3.77
41,894 2,315 5.53
16,476 855 5.19
115,343 4,991 4.33
20,430 1,073 5.25
14,129 786 5.56
18,945 1,234 6.51
168,847 8,084 4.79
31,199
10,889
487
18,460
$229,882
$17,703 8.75%
8,084 4.00
$ 9,619 4.75%

1996 1995
Average Average Average Average
Balance Interest Rate Balance Interest Rate
$ 18,040 $ 1,010 5.60% $ 26,737 $ 1,608 6.01%
7,366 425 5.77 7,643 505 6.61
20,562 1,451 7.06 24,520 1,635 6.67
3,191 224 7.02 3,162 317 10.03
5,006 252 5.03 5,081 254 5.00
28,759 1,927 6.70 32,763 2,206 6.73
71,376 5,691 7.97 64,876 5,346 8.24
51,792 4,811 9.29 48,156 4,432 9.20
22,926 3,371 14.70 17,582 2,419 13.76
146,094 13,873 9.50 130,614 12,197 9.34
200,259 17,235 8.60 197,757 16,516 8.35
(2,577) (2,241)
27,946 28,591
$225,628 $224,107
$ 21,346 $ 491 2.30% $ 28,861 $ 724 2.51%
33,763 1,194 3.54 22,926 934 4.07
43,169 2,355 5.46 45,015 2,567 5.70
15,772 817 5.18 17,248 993 5.76
114,050 4,857 4.26 114,050 5,218 4.58
23,971 1,267 5.29 27,936 1,671 5.98
15,244 799 5.24 13,228 753 5.69
13,277 895 6.74 11,637 832 7.15
166,542 7,818 4.69 166,851 8,474 5.08
29,279 27,817
10,907 11,972
757 880
18,143 16,587
$225,628 $224,107
$17,235 8.60% $16,516 8.35%
7,818 3.90 8,474 4.28
$ 9,417 4.70% $ 8,042 4.07%
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Analysis of Changes in Net Interest Income

The following table shows the approximate effect on net interest income of volume and rate changes for
1999 and 1998. For purposes of this table, changes that are not due solely to volume or rate changes are allocated

to volume.
1999 over 1998 1998 over 1997
Year Ended December 31 (In millions) Volume Rate Total Volume  Rate Total
Increase (decrease) in interest income
Short-term investments . ................... $ (32) $ 44 $ ((76) $ 11 $(58) $ 47)
Trading assets . .. ovv v vt (5) 68 63 35 — 35
Investment securities
U.S. government and federal agency ....... (96) 2 (94) (144 @7y (@A71)
States and political subdivisions . .......... 28) (13) 41) (35) ©) (44)
Other ....... . 1,030 (59) 971 694 161 855
Loans
Commercial . .. ... 609 (179) 430 423 (149) 274
CONnSUMEr . ..ottt e 193 (411) (218) 74 (38) 36
Creditcard .......... ... ... (1,322) 56 (1,266) (1,112) 117  (995)
Total ... (231) (57)
Increase (decrease) in interest expense
Deposits
Savings . ... (13) (147) (160) 39 10 49
Money market . .. ... .. oL 181 (194) (13) 169 (13) 156
TIMe . . (152) (130) (282) (200)  (49) (249)
Foreign offices .. ..................... 261 (98) 163 103 ©) 94
Federal funds purchased and securities under
repurchase agreements . .................. 94) (61) (155) 62 (45) 17
Other short-term borrowings . .. ............. 215 (10) 205 (19)  (30) (49)
Longtermdebt................ ... ... .. 432 (94) 338 200 27y 173
Total ... 96 93
Increase (decrease) in net interest income . . ......... $ (327) $(150)
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PART I

Item 1. Business
DESCRIPTION OF BUSINESS

GENERAL

BANK ONE CORPORATION (the “Corporation”) is a multibank holding company registered under the
Bank Holding Company Act of 1956 (the “BHC Act”), and is headquartered in Chicago, Illinois. The
Corporation was incorporated in Delaware on April 9, 1998, to effect the merger (the “Merger”) of BANC
ONE CORPORATION (“Banc One”), an Ohio corporation and registered bank holding company, and First
Chicago NBD Corporation (“FCN”), a Delaware corporation and registered bank holding company. The
Merger became effective on October 2, 1998.

Through its bank subsidiaries (collectively, the “Banks”), the Corporation provides domestic retail banking,
finance and credit card services; worldwide commercial banking services; and trust and investment management
services. The Corporation operates banking offices in Arizona, Colorado, Florida, Illinois, Indiana, Kentucky,
Louisiana, Michigan, Ohio, Oklahoma, Texas, Utah, West Virginia and Wisconsin. The Corporation also owns
nonbank subsidiaries that engage in businesses related to banking and finance, including credit card and merchant
processing, consumer and education finance, mortgage lending and servicing, insurance, venture capital, invest-
ment and merchant banking, trust, brokerage, investment management, leasing, community development and
data processing.

Like its predecessors, the Corporation continually evaluates its business operations and organizational struc-
tures, and routinely explores opportunities to (i) acquire financial institutions and other financial services-related
businesses or assets, and (ii) enter into strategic alliances to expand the scope of its services and its customer base.
When consistent with its overall business strategy, the Corporation also will sell assets or exit certain businesses
or markets. In 1999, the Corporation undertook several initiatives to combine operations under a single identity.
In May, the Corporation introduced the Bank One name at former FCN locations in Michigan and Florida.
The Corporation integrated former FCN Indiana branches with Banc One banking centers in June. In Septem-
ber, substantially all Chicago metropolitan-area banking operations were integrated under the Bank One name.

LINES OF BUSINESS

The Corporation engages primarily in four lines of business—Commercial Banking, Credit Card, Retail
Banking and Investment Management—as well as proprietary investment activities.

Commercial Banking

Commercial Banking provides a broad range of corporate financial products to large and mid-sized corpora-
tions, financial institutions, governmental entities and nonprofit organizations. The Corporation is one of the
leading commercial banking organizations in the United States, ranking as the number-one commercial and
middle market bank in the Midwest, and the number-three commercial bank in the United States.

One of the Corporation’s subsidiaries, Banc One Capital Markets, Inc., is a primary government bond dealer
and is principally responsible for syndicating bank loans and for activities in the following types of securities:
corporate, asset-backed, municipal and United States government agency securities. Activities include trading,
sales, underwriting, research, and maintaining an active secondary market with national sales distribution.

Through a number of its subsidiaries, the Corporation also develops, markets and delivers cash management,
operating, clearing and other noncredit products and services, both overseas and domestically. These include
money transfer, collection, disbursement, documentary, remittance, trade finance, real estate, mortgage special-
ized and lease financing services, and international securities clearing services.
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Commercial Banking’s customers include companies that have greater than $5 million in annual sales and
are located in various geographic segments throughout the United States and the world. Commercial Banking
specializes in creating custom banking solutions to meet the unique financial needs of companies within the
financial services, health care, retailing, communications, energy and utilities, and auto industries.

Commercial Banking increasingly serves companies through its international product delivery system, which
provides them the tools they need to prosper in global markets. This global approach to relationship management
and customer service relies on a network of offices, branches, subsidiaries, affiliates and representative offices
across the United States and in 10 other countries.

In addition, the Corporate Investments Group engages in proprietary investment activities through certain
nonbank subsidiaries. These noncustomer-oriented activities include growth, tax-oriented and value investing.
Growth equity investments include various forms of equity funding for acquisitions, management buyouts, grow-
ing businesses and small business ventures. Tax-oriented investment activities include investing in and advising
on leases for commercial aircraft, and major industrial and power production facilities and equipment. Invest-
ments also are made in alternative energy programs and affordable housing projects qualifying for tax credits
under federal tax laws. Value-oriented investments include positions in value investment markets, such as loans,
trade claims and securities of distressed companies. Such activities also include investing in securities of companies
whose debt trades below full face value of the claim, below-investment-grade tranches of commercial mortgage-
backed securities, asset-backed securities, subordinated debt and other securities.

Credit Card

The Corporation’s Credit Card operations extend nationwide and to Canada and the United Kingdom. A
member of both the Visa® and MasterCard® associations, the Corporation issues credit cards primarily through
its subsidiary, First USA Bank, National Association (“First USA”). At December 31, 1999, Credit Card had
more than 64 million cardmembers and managed credit card receivables of approximately $69.4 billion.

WingspanBank.com 1s the interactive banking and financial management website launched by the Corpora-
tion in June 1999. WingspanBank.com provides consumers with a wide range of financial products and services,
including traditional banking, investment and financial planning services, and objective search tools.

Retail Banking

Retail Banking provides a comprehensive suite of financial products and services to individuals and small
business customers, primarily in 14 states. The Corporation holds a number-one or number-two market share in
nearly 70% of the markets in which it maintains a physical presence. The Retail Group has three components:
1) Customer Segments—including mass market, premier and business; 2) Distribution Channels—five distinct
channels, including more than 1,800 banking centers, dedicated relationship managers, more than 7,000 auto-
mated teller machines (“ATMs”), 24-hour telephone banking centers, and an online financial supersite
(www.bankone.com); and 3) Product Groups—including depository, loan and related financial products. The
recent inclusion of indirect auto lending and consumer lending into Retail Banking creates the equivalent of a
full-service retail bank with opportunities to deliver integrated solutions across a wide range of consumer activi-
ties. The newly defined Retail Group is the third-largest retail banking distribution system in the country, the
third-largest lender to small businesses, the third-largest bank lender of home equity products and the fifth-largest
indirect auto lender. In addition, THE ONE CardSM, issued through Retail Banking, is one of the country’s
leading debit cards for individuals.

Investment Management

The Investment Management Group provides investment, insurance, trust and private banking services to
individuals and institutions. The Group also provides investment-related services, including retirement and cus-
tody services, securities lending and corporate trust. Banc One Investment Advisors Corporation (“Banc One
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Investment Advisors”), the Investment Management Group’s registered investment advisory arm, ranks among
the nation’s top 30 asset managers, with approximately $130 billion in assets under management. In addition,
Banc One Investment Advisors manages the One Group® Mutual Funds, the 25th-largest mutual fund complex
in the country and the fourth-largest bank-owned mutual fund family, with more than $64 billion in assets under
management.

RISK MANAGEMENT GOVERNANCE

The Corporation’s risk management processes are governed by a decision-making hierarchy that elevates key
strategic and policy decisions to higher authorities. The highest decision-making committee within the hierarchy
(excluding committees of the Board of Directors) is the Executive Risk Management Committee, which deter-
mines the Corporation’s risk/return profiles. This committee includes, among others, the President, the Vice
Chairman, the Chief Risk Management Officer and the Chief Financial Officer.

The Executive Risk Management Committee is supported by the Commercial Banking Risk Management
Committee, which approves material product risk and portfolio management initiatives for large corporate and
middle market businesses; the Consumer Banking Risk Management Committee, which serves in a similar role
for consumer lines of business; the Market and Investment Risk Management Committee, which approves
policies for trading, investment and capital markets activities; and the Operating Risk Forum, which assesses
operating risk issues for the Corporation.

EMPLOYEES

As of December 31, 1999, the Corporation and its subsidiaries had 86,198 employees on a full-time
equivalent basis.

COMPETITION

The Corporation and its subsidiaries face active competition in all of their principal activities, not only from
commercial banks, but also from savings and loan associations, credit unions, finance companies, mortgage com-
panies, leasing companies, insurance companies, mutual funds, securities brokers and dealers, other domestic and
foreign financial institutions, and various nonfinancial institutions. The Gramm-Leach-Bliley Act of 1999 likely
will intensify competition. Additional discussion of this legislation is included in the “Supervision and Regula-
tion” section beginning on page 88.

MONETARY POLICY AND ECONOMIC CONTROLS

The earnings of the Banks, and therefore the earnings of the Corporation, are affected by the policies of
regulatory authorities, including the Board of Governors of the Federal Reserve System (the “Federal Reserve
Board”). An important function of the Federal Reserve Board is to promote orderly economic growth by
influencing interest rates and the supply of money and credit. Among the methods that have been used to achieve
this objective are open market operations in United States government securities, changes in the discount rate
for member bank borrowings and changes in reserve requirements against bank deposits. These methods are used
in varying combinations to influence overall growth and distribution of bank loans, investments and deposits,
interest rates on loans and securities, and rates paid for deposits.

The Federal Reserve Board’s monetary policies strongly influence the behavior of interest rates and can have
a significant effect on the operating results of commercial banks. Robust economic growth and the restoration of
more stability in global financial markets contributed to the decision of the Federal Reserve Board to increase
short-term interest rates in 1999.

The effects of the various Federal Reserve Board policies on the future business and earnings of the Corpo-
ration cannot be predicted. Other economic controls also have affected the Corporation’s operations in the past.
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The Corporation cannot predict the nature or extent of any effects that possible future governmental controls or
legislation might have on its business and earnings.

SUPERVISION AND REGULATION

The following discussion sets forth certain material elements of the regulatory framework applicable to bank
holding companies and their subsidiaries and provides certain specific information relevant to the Corporation.
The regulatory framework is intended primarily to protect depositors and the federal deposit insurance funds and
not security holders. To the extent that the following information describes statutory and regulatory provisions,
it is qualified in its entirety by reference to those provisions. A change in the statutes, regulations or regulatory
policies applicable to the Corporation or its subsidiaries may have a material effect on the business of the
Corporation.

GENERAL

As a bank holding company, the Corporation is subject to regulation under the BHC Act, and to inspection,
examination and supervision by the Federal Reserve Board. Under the BHC Act, bank holding companies
(except those that have become “financial holding companies” as described below) generally may not own or
control more than 5% of the voting shares or substantially all the assets of any company, including a bank,
without the Federal Reserve Board’s prior approval. In addition, bank holding companies (except those that have
become ‘““financial holding companies”) generally may engage, directly or indirectly, only in banking and such
other activities as are determined by the Federal Reserve Board to be closely related to banking.

Various governmental requirements, including Sections 23A and 23B of the Federal Reserve Act, limit
borrowing by the Corporation and its nonbank subsidiaries from the Banks. These requirements also limit various
other transactions between the Corporation and its nonbank subsidiaries, on the one hand, and the Banks, on
the other. For example, Section 23A limits to no more than 10% of any bank’s total capital the aggregate
‘covered transactions” with any particular nonbank affiliate,

3

outstanding amount of the bank’s loans and other
and limits to no more than 20% of its total capital the aggregate outstanding amount of any bank’s covered
transactions with all of its nonbank affiliates. Section 23A also generally requires that a bank’s loans to its nonbank
affiliates be secured, and Section 23B generally requires that a bank’s transactions with its nonbank affiliates be
on arm’s-length terms.

Most of the Banks are national banking associations and, as such, are subject to regulation primarily by the
Office of the Comptroller of the Currency (“OCC”) and, secondarily, by the Federal Deposit Insurance Corpo-
ration (“FDIC”) and the Federal Reserve Board. The Corporation’s state-chartered Banks are subject to regula-
tion by the Federal Reserve Board and the FDIC and, in addition, by their respective state banking departments.
The Banks’ operations in other countries are subject to various restrictions imposed by the laws of those
countries.

GRAMM-LEACH-BLILEY ACT OF 1999

The Gramm-Leach-Bliley Act of 1999 (the “GLB Act”) eliminates many legal barriers between banks and
bank holding companies, on the one hand, and securities firms, insurance companies and other financial services
providers, on the other. Among other things, the GLB Act repealed certain Glass-Steagall Act restrictions on
affiliations between banks and securities firms, and amended the BHC Act to permit bank holding companies
that qualify as “financial holding companies” (“FHCs”) to engage in activities, and acquire companies engaged
in activities, that are (a) financial in nature; (b) incidental to financial activities; or (c) complementary to financial
activities if the Federal Reserve Board determines that they pose no substantial risk to the safety or soundness of
depository institutions or the financial system in general. The GLB Act treats various lending; insurance under-
writing; insurance company portfolio investment; financial advisory; securities underwriting, dealing and market-
making; and merchant banking activities as financial in nature for this purpose. The Federal Reserve Board, in
consultation with the Secretary of the Treasury, may add to this list. The GLB Act not only permits bank holding

88



companies to acquire securities and insurance firms, but also allows such firms to acquire banks and bank holding
companies.

A bank holding company may become an FHC only if (a) all of its depository institution subsidiaries are
well capitalized, (b) all of its depository institution subsidiaries are well managed, and (c) the bank holding
company has filed with the Federal Reserve Board a declaration that the company elects to be an FHC. In
addition, a bank holding company generally may not commence any new activity or acquire any additional
company as an FHC if any of its depository institution subsidiaries has received a rating of less than “satisfactory”
in its most recent examination under the Community Reinvestment Act of 1977 (“CRA”).

The GLB Act generally permits national banks to engage through special financial subsidiaries in the financial
and other incidental activities authorized for FHCs by the Act. However, such financial subsidiaries may not
engage in insurance or annuity underwriting, insurance company portfolio investments, real estate investment and
development or, at least for the first five years after the GLB Act’s enactment, merchant banking. Also, the
national bank in question and all its depository institution affiliates must be well capitalized, well managed and
have satisfactory CRA ratings, and there are limits on such a bank’s investments in such subsidiaries. With certain
limited exceptions, a national bank’s dealings with its financial subsidiaries are subject to Sections 23A and 23B
of the Federal Reserve Act. The Corporation has not yet determined whether or when it may elect to become
an FHC or to establish a financial subsidiary.

The GLB Act also imposes new restrictions on financial institutions’ transfer and use of nonpublic personal
information about their customers. Among other things, it directs the federal banking agencies to develop new
regulations for this purpose; gives customers the right to “opt out” of having their nonpublic personal informa-
tion shared with nonaffiliated third parties; bars financial institutions from disclosing customer account numbers
or other such access codes to nonaffiliated third parties for direct marketing purposes; and requires annual disclo-
sure by financial institutions of their policies and procedures for protecting customers’ nonpublic personal infor-
mation.

LIABILITY FOR BANK SUBSIDIARIES

The Federal Reserve Board has adopted a policy stating that a bank holding company is expected to act as a
source of financial and managerial strength to each of its subsidiary banks and to maintain resources adequate to
support each such subsidiary bank. This support may be required at times when the Corporation may not have
the resources to provide it. In addition, Section 55 of the National Bank Act permits the OCC to order the pro
rata assessment of shareholders of a national bank whose capital has become impaired. If a shareholder fails within
three months to pay such an assessment, the OCC can order the sale of the shareholder’s stock to cover the
deficiency. In the event of a bank holding company’s bankruptcy, any commitment by the bank holding com-
pany to a federal bank regulatory agency to maintain the capital of a subsidiary bank would be assumed by the
bankruptcy trustee and entitled to priority of payment.

Under the terms of the Federal Deposit Insurance Act, the FDIC can hold any FDIC-insured depository
institution liable for any loss the FDIC incurs, or reasonably expects to incur, in connection with (a) the “default”
of any commonly controlled FDIC-insured depository institution or (b) any assistance provided by the FDIC to
any commonly controlled depository institution that is “in danger of default.” An institution is deemed in
“default,” for this purpose, if it is placed in conservatorship or receivership, and “in danger of default” if a
“default” is likely to occur absent regulatory assistance. All of the Banks are FDIC-insured depository institutions.

CAPITAL REQUIREMENTS

The Corporation is subject to capital requirements and guidelines imposed on bank holding companies by
the Federal Reserve Board. The OCC, the FDIC and the Federal Reserve Board impose similar requirements
and guidelines on the Banks within their respective jurisdictions. These capital requirements establish higher
capital standards for banks and bank holding companies that assume greater risks. For this purpose, a bank holding
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company’s or bank’s assets and certain specified off-balance sheet commitments are assigned to four risk catego-
ries, each weighted difterently based on the level of credit risk that is ascribed to such assets or commitments. A
bank holding company’s or bank’s total capital, in turn, is divided into three tiers: core (““Tier 17) capital, which
includes common equity, certain qualifying cumulative and noncumulative perpetual preferred stock and related
surplus, and minority interests in equity accounts of consolidated subsidiaries; supplementary (“Tier 2°) capital,
which includes perpetual preferred stock and related surplus not meeting the Tier 1 definition, hybrid capital
instruments, perpetual debt and mandatory convertible securities, subordinated debt, intermediate-term preferred
stock, and allowances for loan and lease losses; and market risk (“Tier 3”) capital, which includes qualifying
unsecured subordinated debt. Goodwill, certain identifiable intangible assets, and certain other assets must be
deducted in calculating the sum of the core capital elements.

The Corporation, like other bank holding companies, is required to maintain Tier 1 and total capital (the
sum of Tier 1, Tier 2 and Tier 3 capital) equal to at least 4% and 8% of its total risk-weighted assets, respectively.
At December 31, 1999, the Corporation met both requirements, with Tier 1 and total capital equal to 7.7% and
10.7% of its total risk-weighted assets, respectively. Each of the Banks was in compliance with its applicable
minimum capital requirement at December 31, 1999.

The Federal Reserve Board, the FDIC and the OCC have adopted rules to incorporate market and interest-
rate risk components into their risk-based capital standards. Under these market risk requirements, capital is
allocated to support the amount of market risk related to a financial institution’s ongoing trading activities.

The Federal Reserve Board also requires bank holding companies to maintain a minimum *“‘leverage ratio”
(Tier 1 capital to adjusted average assets). The guidelines provide for a minimum leverage ratio of 3% for bank
holding companies that have the highest regulatory rating or have implemented the risk-based capital measures
for market risk, or 4% for holding companies that do not meet either of these requirements. Each of the Banks
is subject to similar requirements adopted by the applicable federal regulatory agency. At December 31, 1999,
the Corporation’s leverage ratio was 7.7%. Each of the Banks was in compliance with its applicable leverage ratio
requirement as of December 31, 1999.

Each federal banking regulator may set capital requirements higher than the minimums noted above for
holding companies or institutions whose circumstances warrant it. For example, institutions experiencing or
anticipating significant growth may be expected to maintain capital ratios, including tangible capital positions,
well above the minimum levels. Furthermore, the Federal Reserve Board has indicated that it will consider a
“tangible Tier 1 capital leverage ratio” (deducting all intangibles) and other measures of capital strength in
evaluating proposals for expansion or new activities. No federal banking regulator has, however, imposed any
such special capital requirement on the Corporation or the Banks.

Failure to meet capital requirements could subject a bank to a variety of enforcement remedies, including
the termination of deposit insurance by the FDIC, and to certain restrictions on its business, which are described
below.

The Federal Deposit Insurance Corporation Improvement Act of 1991 (“FDICIA”), among other things,
identifies five capital categories for insured depository institutions (well capitalized, adequately capitalized, under-
capitalized, significantly undercapitalized and critically undercapitalized), and requires the respective federal bank
regulatory agencies to implement systems for “prompt corrective action’ for insured depository institutions that
do not meet minimum capital requirements, based on these categories. FDICIA imposes progressively more
restrictive constraints on operations, management and capital distributions depending on the category in which
an institution is classified. Some of the consequences of a bank’s failure to be well capitalized are described in
this discussion. Failure to meet the capital guidelines could also subject a depository institution to capital raising
requirements. An “‘undercapitalized” depository institution must develop a capital restoration plan, and its parent
holding company must guarantee that bank’s compliance with the plan. The liability of the parent holding
company under any such guarantee is limited to the lesser of 5% of the depository institution’s assets at the time
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it became ‘“‘undercapitalized” or the amount needed to comply with the plan. Furthermore, in the event of the
bankruptcy of the parent holding company, such guarantee would take priority over the parent’s general
unsecured creditors. In addition, FDICIA requires the federal bank regulatory agencies to prescribe certain non-
capital standards for safety and soundness relating generally to operations and management, asset quality and
executive compensation, and it permits regulatory action against a financial institution that does not meet such
standards.

As of December 31, 1999, each Bank was “well capitalized,” based on the “prompt corrective action” ratios
and guidelines described above. It should be noted, however, that a Bank’s capital category is determined solely

LT

for the purpose of applying the federal banking agencies

prompt corrective action’ regulations; the capital
category may not constitute an accurate representation of the Bank’s overall financial condition or prospects.

Di1VIDEND RESTRICTIONS

Various provisions of federal and state law limit the amount of dividends the Banks can pay to the Corpora-
tion without regulatory approval. For example, approval generally is required for any national bank, or any state-
chartered bank that is a member of the Federal Reserve System, to pay any dividend that would cause the bank’s
total dividends paid during any calendar year to exceed the sum of the bank’s net income during such calendar
year plus the bank’s retained net income for the prior two calendar years. Such a bank also generally may not
pay any dividend exceeding its undivided profits then on hand without regulatory approval. At January 1, 2000,
$2.5 billion of total stockholders’ equity of the Banks was available for payment of dividends to the Corporation
without approval by the applicable regulatory authority.

In addition, federal bank regulatory agencies have authority to prohibit the Banks from engaging in unsafe
or unsound practices in conducting their business. The payment of dividends, depending upon the financial
condition of the bank in question, could be deemed to constitute an unsafe or unsound practice. The ability of
the Banks to pay dividends in the future is currently, and could be further, influenced by bank regulatory policies
and capital guidelines.

DEPOSIT INSURANCE ASSESSMENTS

The domestic deposits of each Bank are insured up to regulatory limits by the FDIC and, accordingly, are
subject to deposit assessments to maintain the Bank Insurance Fund (“BIF”) and the Savings Association Insur-
ance Fund (“SAIF”) administered by the FDIC. The FDIC has adopted regulations establishing a permanent risk-
related deposit insurance assessment system. Under this system, the FDIC places each insured institution in one
of nine risk categories based on (a) the institution’s capitalization and (b) supervisory evaluations provided to the
FDIC by the institution’s primary federal regulator. Each insured institution’s deposit insurance assessment rate is
then determined by the risk category in which it is classified.

For the current assessment period, the annual insurance premiums on both BIF- and SAIF-assessable deposits
vary from $0.00 per $100 of deposits, for institutions classified in the highest capital and supervisory evaluation
categories, to $0.27 per $100 of deposits, for institutions classified in the lowest capital and supervisory evaluation
categories. The Banks held approximately $10.3 billion of SAIF-assessable deposits as of December 31, 1999; the
remainder of the Banks’ domestic deposits are BIF-assessable.

The Deposit Insurance Funds Act of 1996 provides for additional assessments on BIF- and SAIF-assessable
deposits to pay for the cost of Financing Corporation (“FICO”) funding. For the first quarter of 2000, the
FDIC’s annual FICO assessment rates were $0.0212 per $100 of deposits for both BIF- and SAIF-assessable
deposits. FICO assessments do not vary depending upon a depository institution’s capitalization or supervisory
evaluations.
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DEPOSITOR PREFERENCE STATUTE

Federal legislation has been enacted providing that deposits and certain claims for administrative expenses
and employee compensation against an insured depository institution would be afforded a priority over other
general unsecured claims against such institution, including federal funds and letters of credit, in the liquidation
or other resolution of the institution by any receiver.

BROKERED DEPOSITS

Under FDIC regulations, no FDIC-insured depository institution can accept brokered deposits unless it (a)
is well capitalized, or (b) is adequately capitalized and receives a waiver from the FDIC. In addition, these
regulations prohibit any depository institution that is not well capitalized from (i) paying an interest rate on
deposits that is more than 75 basis points over certain prevailing market rates, or (i) offering “pass through”
deposit insurance on certain employee benefit plan accounts unless it provides certain notice to affected
depositors.

INTERSTATE BANKING

Under the Riegle-Neal Interstate Banking and Branching Efficiency Act of 1994 (“Riegle-Neal”), subject
to certain concentration limits and other requirements, (a) bank holding companies such as the Corporation are
permitted to acquire banks and bank holding companies located in any state; (b) any bank that is a subsidiary of
a bank holding company is permitted to receive deposits, renew time deposits, close loans, service loans and
receive loan payments as an agent for any other bank subsidiary of the holding company, and (c) banks are
permitted to acquire branch offices outside their home states by merging with out-of-state banks, purchasing
branches in other states, and establishing de novo branch offices in other states—provided that, in the case of any
such purchase or de novo branch, the host state has adopted legislation “opting in” to those provisions of Riegle-
Neal; and, provided that, in the case of a merger with a bank located in another state, neither of the two states
involved has adopted legislation “opting out” of that provision of Riegle-Neal. The Corporation might use its
authority under Riegle-Neal to acquire banks in additional states and to consolidate its current bank subsidiaries
across state lines.

OTHER

The Corporation’s nonbank subsidiaries and banking-related business units are subject to regulation by vari-
ous state and federal regulatory agencies and self-regulatory organizations. Activities subject to such regulation
include investment management, investment advisory services, commodities and securities brokerage, insurance
services and products, securities dealing and transfer agency services.

FINANCIAL REVIEW

See pages 2 through 84.
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Item 2. Properties

The Corporation’s headquarters are in Chicago, Illinois. The 60-story building, located in the center of the
Chicago “Loop” business district, is master-leased and has 1,750,000 square feet of space, of which the Corpora-
tion occupies approximately 57%; the balance is subleased to other tenants.

The Corporation and its subsidiaries occupy more than 3,000 owned or leased domestic properties, including
banking centers, operations facilities and commercial banking offices. In addition, the Corporation has foreign
offices in major cities in Canada, Mexico, Europe, Asia and Australia. These offices all are located in leased
premises.

Item 3. Legal Proceedings

The information required by this Item is set forth in Note 25 to the Consolidated Financial Statements on
page 71 of this Form 10-K, and is expressly incorporated herein by reference.

Item 4. Submission of Matters to a Vote of Security Holders

None.
EXECUTIVE OFFICERS OF THE REGISTRANT
Current Position Held with the Corporation and
Name and Age Effective Date First Elected to Office Indicated
Verne G. Istock (59) Director, Acting Chief Executive Officer (12/21/99) and President
(10/19/99)
William P. Boardman (58) Director and Vice Chairman of the Board (12/21/99)
Marvin W. Adams (42) Executive Vice President (12/15/98) and Chief Technology Officer
(10/2/98)
David P. Bolger (42) Executive Vice President (4/20/99)
W. G. Jurgensen (48) Executive Vice President (12/15/98)
David J. Kundert (57) Executive Vice President (12/15/98)
Timothy P. Moen (47) Executive Vice President (12/15/98)
Susan S. Moody (46) Executive Vice President (12/15/98)
Robert A. O’Neltll, Jr. (46) Executive Vice President and General Auditor (1/19/99)
Robert A. Rosholt (50) Executive Vice President (12/15/98) and Chief Financial Officer (10/2/98)
Kenneth T. Stevens (48) Executive Vice President (12/15/98)
Geoftrey L. Stringer (56) Executive Vice President (5/18/99)
Richard R. Wade (47) Executive Vice President (12/15/98)

Except for Mr. Stevens, each of the executive officers has served as an officer of the Corporation or a
subsidiary, or their respective predecessors, for more than five years. Mr. Stevens joined Banc One as Chairman
and Chief Executive Officer of the Retail Group in 1996. Prior to joining Banc One, Mr. Stevens served as
President and Chief Operating Officer (1994-1996) and Executive Vice President (1993—1994) of Taco Bell
Corporation. Prior to that time, Mr. Stevens served as Senior Vice President and Treasurer (1992-1993) and
Senior Vice President, Strategic Planning, of PepsiCo, Inc.

Executive officers of the Corporation serve until the annual meeting of the Board of Directors (May 16,
2000).
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PART II
Item 5. Market for Registrant’s Common Equity and Related Stockholder Matters

The information required by this Item 1s set forth in this Form 10-K in the “Common Stock and Stock-
holder Data” table on page 79 and the “Quarterly Financial Data” table on page 81, and is expressly incorporated
herein by reference.

Item 6. Selected Financial Data

The information required by this Item is set forth in this Form 10-K in the “Selected Financial Data” table
on page 2 and the “Financial Ratios” table on page 80, and is expressly incorporated herein by reference.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The information required by this Item is set forth on pages 2-37 of this Form 10-K, and is expressly
incorporated herein by reference.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

The information required by this Item is set forth on pages 17-21 of this Form 10-K, and is expressly
incorporated herein by this reference.

Item 8. Financial Statements and Supplementary Data

The information required by this Item is set forth in this Form 10-K in the “Selected Financial Data” table
on page 2, the “Selected Statistical Information” table on page 22, the “Loan Composition” table on page 22,
the Consolidated Financial Statements and the Notes thereto on pages 3873, the “Report of Independent Public
Accountants” on page 74 and the “Selected Statistical Information” section on pages 75-84, and is expressly
incorporated herein by reference.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

The information required by this item has been previously reported in Banc One’s Current Report on Form
8-K dated July 24, 1998, and is expressly incorporated herein by reference.

PART III
Item 10. Directors and Executive Officers of the Registrant

The information required by this Item pertaining to executive officers of the Corporation is set forth on
page 93 of this Form 10-K under the heading “Executive Officers of the Registrant,” and is expressly incorpo-
rated herein by reference. The information required by this Item pertaining to directors of the Corporation and
to compliance with Section 16(a) of the Securities Exchange Act of 1934 is set forth under the headings “Elec-
tion of Directors” and ““Section 16(a) Beneficial Ownership Reporting Compliance,” respectively, in the Cor-
poration’s definitive proxy statement dated March 27, 2000, and is expressly incorporated herein by reference.

Item 11. Executive Compensation

The information required by this Item is set forth under the headings “Compensation of Executive Offi-
cers,” “Director Meeting Attendance and Fee Arrangements” and “Committees of the Board of Directors—
Organization, Compensation and Nominating Committee—Committee Interlocks and Insider Participation” in
the Corporation’s definitive proxy statement dated March 27, 2000, and is expressly incorporated herein by
reference.
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Item 12. Security Ownership of Certain Beneficial Owners and Management

The information required by this Item is set forth under the heading “Beneficial Ownership of the Corpo-
ration’s Common Stock™ in the Corporation’s definitive proxy statement dated March 27, 2000, and is expressly
incorporated herein by reference.

Item 13. Certain Relationships and Related Transactions

The information required by this Item is set forth under the headings “Committees of the Board of Directors
—Organization, Compensation and Nominating Committee—Committee Interlocks and Insider Participation”
and “Transactions with Directors, Executive Officers, Stockholders and Associates” in the Corporation’s
definitive proxy statement dated March 27, 2000, and is expressly incorporated herein by reference.

PART IV
Item 14. Exhibits, Financial Statement Schedules and Reports on Form 8-K

(a) (1) Financial Statements:

Page
Consolidated Balance Sheet—December 31, 1999 and 1998 . ... ... .. ... . . .. .. 38
Consolidated Income Statement—Three Years Ended December 31, 1999 . .. ... ........... 39
Consolidated Statement of Stockholders’ Equity—Three Years Ended December 31, 1999. ... ... 40
Consolidated Statement of Cash Flows—Three Years Ended December 31, 1999 .. ........... 41
Notes to Financial Statements . . . . vt it e et e e e e e e e e e 42

(2) Financial Statement Schedules.

All schedules normally required by Form 10-K are omitted, since either they are not applicable or the
required information is shown in the financial statements or the notes thereto.

(3) Exhibits.

3(A). Restated Certificate of Incorporation of the Corporation, as amended [Exhibit 3(A) to the
Corporation’s 1998 Annual Report on Form 10-K (File No. 333-60313) incorporated
herein by reference].

3(B). By-Laws of the Corporation, as amended.
4. Instruments defining the rights of security holders, including indentures.}

10(A). Agreement and Plan of Reorganization, dated as of April 10, 1998, by and among BANC
ONE CORPORATION, First Chicago NBD Corporation and BANK ONE CORPO-
RATION, as amended [Exhibit 10(A) to the Corporation’s 1998 Annual Report on Form
10-K (File No. 333-60313) incorporated herein by reference].

B). BANK ONE CORPORATION Stock Performance Plan.*
C).  BANK ONE CORPORATION Director Stock Plan.*
D). BANK ONE CORPORATION Supplemental Executive Retirement Plan.*
E). BANK ONE CORPORATION Deferred Compensation Plan.*
(F). BANK ONE CORPORATION Supplemental Savings and Investment Plan.*
10(G). BANK ONE CORPORATION Supplemental Personal Pension Account Plan.*
(

10(H-1). Form of BANK ONE CORPORATION Individual Change of Control Employment
Agreement (former FCN employees).*
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10(H-2).

10(D).
10).
10(K).
10(L).
10(M).

10(N).

10(0).

10(P).

10(Q).

10(R).

10(9).

10(T).

10(U).

10(V).

10(W).

10(X).

10(Y).

Form of BANK ONE CORPORATION Individual Change of Control Employment
Agreement (former Banc One employees).*

Form of BANK ONE CORPORATION Executive Management Separation Plan.*
BANK ONE CORPORATION Executive Management Annual Incentive Plan.*
BANK ONE CORPORATION Investment Option Plan.*

BANK ONE CORPORATION Executive Life Insurance Plan.*

First Chicago NBD Corporation Plan for Deferring the Payment of Directors’ Fees [Exhibit
10(D) to FCN’s 1995 Annual Report on Form 10-K (File No. 1-7127) incorporated herein
by reference].*

Form of First Chicago NBD Corporation Executive Estate Plan [Exhibit 10(C) to FCN’s
1997 Annual Report on Form 10-K (File No. 1-7127) incorporated herein by reference].*

First Chicago NBD Corporation Financial Planning Program for Executives [Exhibit 10(D)
to FCN’s 1996 Annual Report on Form 10-K (File No. 1-7127) incorporated herein by
reference].*

First Chicago NBD Corporation Long-Term Disability Restoration Plan [Exhibit 10(F) to
FCN’s 1996 Annual Report on Form 10-K (File No. 1-7127) incorporated herein by
reference].*

First Chicago Corporation Stock Incentive Plan [Exhibit 10(P) to the Corporation’s 1998
Annual Report on Form 10-K (File No. 333-60313) incorporated herein by reference].*

NBD Bancorp, Inc. Performance Incentive Plan, as amended [Exhibit 10(Q) to the Cor-
poration’s 1998 Annual Report on Form 10-K (File No. 333-60313) incorporated herein
by reference].*

NBD Bancorp, Inc. Benefit Protection Trust Agreement [Exhibit 10(Q) to FCN’s 1996
Annual Report on Form 10-K (File No. 1-7127) incorporated herein by reference].*

BANC ONE CORPORATION Amended and Restated Dividend Equivalent Unit Plan
[Exhibit 10(U) to the Corporation’s 1998 Annual Report on Form 10-K (File No.
333-60313) incorporated herein by reference].*

Amended and Restated BANC ONE CORPORATION Directors Deferred Compensa-
tion Plan [Exhibit 10(Y) to the Corporation’s 1998 Annual Report on Form 10-K (File No.
333-60313) incorporated herein by reference].*

Revised and Restated BANC ONE CORPORATION 1989 Stock Incentive Plan
[Exhibit 10.8 to BANC ONE’s 1997 Annual Report on Form 10-K (File No. 1-8552)
incorporated herein by reference|.*

Revised and Restated BANC ONE CORPORATION 1995 Stock Incentive Plan
[Exhibit 10(Z) to the Corporation’s 1998 Annual Report on Form 10-K (File No.
333-60313) incorporated herein by reference].*

Description of BANC ONE CORPORATION 1997 “Special Recognition Awards”
Program [Exhibit 10.16 to BANC ONE’s 1997 Annual Report on Form 10-K (File No.
1-8552) incorporated herein by reference].*

American Fletcher Corporation Deferred Compensation Plan [Exhibit 10(QQ) to the Cor-
poration’s 1998 Annual Report on Form 10-K (File No. 333-60313) incorporated herein
by reference].*
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10(Z). Agreement dated December 21, 1999, between BANK ONE CORPORATION and John
B. McCoy.*

10(AA). Agreement dated March 1, 2000, between BANK ONE CORPORATION and William
P. Boardman.*

12. Statements re computation of ratios.
21. Subsidiaries of the Corporation.

23. Consents of experts and counsel.
27. Financial Data Schedule.

(b) The Corporation filed the following Current Reports on Form 8-K during the quarter ended December
31, 1999:

Date Item Reported

October 19, 1999 Announcement of third quarter 1999 earnings and certain management
and organizational changes.

November 10, 1999 Announcement of revised 1999 operating earnings outlook and
postponement of November 15, 1999, investor update.

December 21, 1999 Announcement of senior management and board of directors changes.

TThe Corporation hereby agrees to furnish to the Commission upon request copies of instruments defining
the rights of holders of long-term debt of the Corporation and its consolidated subsidiaries; the total amount
of such debt does not exceed 10% of the total assets of the Corporation and its subsidiaries on a consolidated
basis.

*Management contract or compensatory plan or arrangement required to be filed as an exhibit to this Form
10-K.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
Corporation has duly caused this report to be signed on its behalf by the undersigned, thereunto
duly authorized, this 15th day of February, 2000.

BANK ONE CORPORATION
(Registrant)

By: /s/ VERNE G. IsTOCK

Verne G. Istock
Principal Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been
signed below by the following persons on behalf of the Corporation and in the capacities indicated,
this 15th day of February, 2000.

/s/  WILLIAM P. BOARDMAN /s/ WiLLIAM T. MCCORMICK, JR.
William P. Boardman William T. McCormick, Jr.
Director Director

/s/ JOHN H. BRYAN /s/  THOMAS E. REILLY, JR.
John H. Bryan Thomas E. Reilly, Jr.

Director Director

/S/ SIEGFRIED BUSCHMANN /s/ JOHN W. ROGERS, JR.
Siegfried Buschmann John W. Rogers, Jr.

Director Director

/s/ JAMES S. CROWN /s/ THEKLA R. SHACKELFORD
James S. Crown Thekla R. Shackelford

Director Director

/s/  BENNETT DORRANCE /s/ ALEX SHUMATE

Bennett Dorrance Alex Shumate

Director Director

/s/  MAUREEN A. FAY /s/  FREDERICK P. STRATTON, JR.
Maureen A. Fay Frederick P. Stratton, Jr.

Director Director

/s/ JOHN R. HALL /s/ JOHN C. TOLLESON

John R. Hall John C. Tolleson

Director Director

/s/  VERNE G. ISTOCK /s/  ROBERT D. WALTER
Verne G. Istock Robert D. Walter

Director Director

/s/  LABAN P. JACKSON, JR. /s/  ROBERT A. ROSHOLT
Laban P. Jackson, Jr. Robert A. Rosholt

Director Principal Financial Officer

/s/ JOHN W. KESSLER /s/ WILLIAM J. ROBERTS
John W. Kessler William J. Roberts

Director Principal Accounting Officer

/s/ RICHARD A. MANOOGIAN
Richard A. Manoogian

Director

98



